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IN  THE  MATTER  OF  THE  PUBLIC 
INQUIRIES  ACT 

— and — 


IN  THE  MATTER  OF  a  Commission,  dated  the 
12th  day  of  October,  A.D.  1938,  to  inquire 
into  matters  connected  with  Petroleum 
and  Petroleum  Products 


Commissioners : 

The  Honourable  MR.  JUSTICE  McGILLIVRAY 

(Chairman) 

— and — 

L.  R.  LIPSETT,  ESQ. 


FINAL  REPORT 


re 


PIPE  UNS  MATTERS 


J 
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FINiO.  REPORT  re  PIPE  LINE  mTTERS 


TO: 

His  Honour, 

The  Lieutenant-Governor  of  the  Province  of  Alte  rta. 

We  have  the  honour  to  make  a  final  report  with 
respect  to  pipe  line  matters. 

In  our  Interim  Report  of  March  23rd,  1939,  we 
recommended  that  The  Royalite  Oil  Company  Limited  and 
Imperial  Oil  Limited  be  declared  to  be  Cnmncn  Carriers, 
and  that  as  such  Common  Carriers  these  Companies  be  brought 
under  the  control  of  the  Board  of  Public  Utility  Commissioners 
of  Alberta.  We  learn  that  the  legislation  necessary  to 
bring  this  about  has  been  enacted. 

In  this  connection  it  may  be  pointed  out  that  the 
necessity  for  control  of  persons  engaged  in  the  transportation 
of  oil  by  pipe  line  was  recognized  in  the  United  States  of 
America  in  the  passage  of  the  Hepburn  Act  in  1906.  It  is 
reported  that  this  Act  was  passed  in  response  to  abuses 
of  monopolistic  power  in  the  petroleum  industry  in  that 
country . 

In  Canada  a  regulatory  Board  has  long  since  controlled 
the  activities  of  the  Common  Carriers,  the  Dominion  railways. 
That  administrative  body  was  brought  into  being  in  response 
to  public  demand  for  recognition  of  realities  emerging  from 
unrestrained  private  enterprise.  The  wisdom  of  granting 
administrative  control  over  this  type  of  Carrier  is  not  now 
questioned,  either  by  the  railways  or  by  the  people  of  this 
country. 

The  primary  objective  of  any  system  of  regulation 
is  to  prevent  unreasonable  and  discriminatory  rates  and 
practices.  The  power  of  control  which  we  have  recommended 
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is  nothing  more  than  a  power  to  maintain  a  proper  relation¬ 
ship  between  the  carriers  of  oil  and  the  users  of  their 
service  in  the  public  interest. 

In  recommending  administrative  control  in  an  economic 
sphere  and  in  recommending  that  mandatory  powers  be  given  to 
a  regulatory  body,  we  do  not  seek  to  destroy  the  fundamentals 
of  private  enterprise  and  of  individual  initiative.  In 
our  view  it  is  quite  possible  to  safeguard  the  public 
interest  by  regulatory  measures,  and  at  the  same  time  to 
allow  to  this  private  enterprise  a  measure  of  managerial 
freedom  of  action  which  is  limited  only  by  an  enforced 
recognition  of  public  responsibility  in  the  carrying  out 
of  the  public  duties  of  Common  Carriers.  There  can,  of 
course,  be  no  clean-cut  dividing  line  between  the  field  of 
management  and  the  field  of  regulation,  but  proper 
administrative  control  does  not  necessarily  involve  the 
refusal  of  fair  financial  rewards  to  those  whose  property 
is  declared  to  be  a  public  utility  for  public  use. 

The  po?/er  to  regulate  should  not  be  used  as  a  power 
to  destroy,  and  it  seems  to  us  th.  t  granted  an  efficient 
and  economical  system,  no  person  should  be  required  to 
perform  the  public  service  of  a  Common  Carrier  at  a  loss. 
Failure  to  recognize  this  principle  v/ould  assure  that 
capital  required  in  the  public  interest  would  not  be 
attracted  into  the  industry,  and  in  the  end  it  would  have 
the  effect  of  discrediting  administrative  control. 

Regulation  in  the  field  of  economic  conduct  is 
comparatively  new;  it  has  been  advanced  by  methods  of  trial 
and  error;  it  is  as  easy  as  it  is  dangerous  for  impatient 
legislative  or  regulatory  bodies  to  fall  into  the  errors  of 
rate  making  without  due  consideration  and  of  fixing  service 
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rates  which  have  the  effect  of  destroying  much  needed 
private  enterprise  and  thus  do  the  public  harm  in  their 
zeal  to  do  the  public  -.-ood. 

Having  said  so  much  as  to  the  dangers  inherent  in 
unfair  dealing  v/ith  private  property  which,  because'  of- 
its  peculiar  relation  to  public  interest  has -had  imposed, 
upon  it  the  weight  of  public  regulation,  we  desire  to 
point  out  with  equal  emphasis  that  from  the  very  fact 
that  the  business  of  Common  Carriers  is  in  its  nature  such 
as  to  be  of  public  concern,  the  public  are  entitled  to 
expect  that  unfair  and  discriminatory  practices,  if  any, 
will  be  stopped  and  that  rates  will  be  regulated  so  as  to 
prevent  exorbitant  charges  being  made  for  the  service 
rendered.  The  very  purpose  of  Regulation  is  to  see  to  it, 
particularly  in  the  case  of  a  monopoly  such  as  The 
Royal ite  Oil  Company  Limited  and  the  Imperial  Oil  Limited  • 
now  enjoy  in  respect  of  Pipe  Line  operations,  that  the  owner 
does  not  have  and  does  not  exercise  an  undue  advantage  over 
his  customers  to  the  direct  or  indirect  disadvantage  of  the 
public.  So  far  back  as  1810,  in  the  case  of  Allnut  v. 
Inglis,  12  East  527,  at  Page  573,  Inrd  Ellenborough,  C.  J.  , 
in  speaking  of  warehouses  and  ''/arehoesemen ,  said:  — 

There  is  no  doubt  that  the  general  principle 
is  favored,  both  in  law  and  justice,  that  every 
man  may  fix  what  price  he  pleases  upon  his  own 
property  or  the  use  of  it;  but  if  for  a  particular 
purpose  the  public  have  a  right  to  resort  to  his 
premises  and  make  use  of  than,  and  if  he  have  a 
monopoly  in  them  for  that  purpose,  if  he  will  take 
the  benefit  of  that  monopoly,  he  must,  as  an  equiva¬ 
lent,  perform  the  duty  attached  to  it  on  reasonai* 


terms. " 
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In  the  same  case  Jlr.  Justice  i,e  Blanc  said 

(P.  541);- 

”  But  though  this  he  private  property,  yet  the 

principle  laid  lovmi  hy  Lord  Hale  attached  upon  it, 
that  when  private  property  is  affected  with  a  public 
interest,  it  ceases  to  be  juris  privati  only;  and, 
in  case  of  its  dedication  to  such  a  purpose  as  this, 
the  owners  cannot  take  arbitrary  and  excessive  duties, 
but  the  duties  must  be  reasonable.” 

As  has  been  stated,  the  Carriers  above  mentioned 
enjoy  a  monopoly  at  the  present  time.  Tliis  undoubtedly 
has  had  some  effect  in  bringing  about  the  present  rates  of 
15  cents  per  barrel  for  gathering , and  transporting  and 
5  cents  for  loading  on  to  tank  cars,  which,  in  our  opinion, 
are  too  high. 

It  must  be  said,  however,  in  favour  of  these  Carriers 
that  in  the  past  they  have  from  time  to  time  voluntarily 
reduced  their  pipe  line  rates.  It  is,  perhaps,  a  problem 
for  the  future  and  a  matter  of  concern  for  a  permanent 
regulatory  body  rather  than  for  this  Commission,  but  it  may 
not  be  amiss  for  us  to  point  out  that  competition  can  only 
come  with  the  sanction  of  the  Board  of  Publiw  Utility 
Commissioners  under  The  Pipe  Line  Act,  and  that  where  tl:^:re 
is  control  by  a  regulatory  body,  competition  may  only  serve 
to  duplicate  investment  and  service  unnecessarily  with  the 
result  that  the  competitors  cannot  continue  y/ithout 
financial  disaster  in  the  absence  of  a  rate  yrhich  the  public 
should  not  be  called  upon  to  pay.  He  need  not  say  more 
concerning  the  possible  effects  of  competition  v/hich  does 
not  now  exist. 

In  our  Interim  Report  we  suggested  that  a  new  system 
of  accounting  be  insisted  upon  in  respect  of  pipe  line 
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The  whole  movement  for  utility  accounting  reform 
in  the  United  States  can  be  said  to  have  arisen  because 
prior  systems  of  accounts  did  not  servo  to  provide 
essential  information  speedily.  A  regulatory  body  cannot 
properly  perform  its  functions  unless  there  is  readily 
available  to  i t  all  of  the  accounting  information  as  to 
the  utility's  operations  and  financial  results. 

In  the  case  of  the  utility 
with  which  we  are  concerned  it  is  quite  clear  that  there 
should  be  complete  accounting  records  of  all  pipe  line 
activities  of  the  Carrier  Companies,  which  are  kept  separate 
and  distinct  from  the  records  of  all  other  activities  of 
these  companies,  that  these  records  should  be  kept  in  the 
manner  directed  by  the  Board  of  Pubfic  Utility  Commissioners 
and  that  they  should  be  available  for  inspection  in  the 
Province  of  xilberta  at  all  times  hereafter.  In  our  viev/ 
all  of  the  foregoing  should  be  insisted  upon  by  the  Board 
of  Public  Utility  Commissioners  as  a  condition  to  the 
granting  or  continuing  of  the  pipe  line  permit. 

Public  Ownership  on  the  one  hand  and  Public  Regulation 
under  private  ownership  on  the  other  i^jl  one  sense  may, 
perhaps,  be  said  to  be  but  alternative  methods  of  control. 
However,  in  the  absence  of  evidence  of  abuses  v/Iiich  may  not 
be  fully  met  by  the  control  of  a  re  ulatory  body,  we 
unhesitatingly  recommend  the  continuance  of  private  owner¬ 
ship  with  “Public  Regulation  in  respect  of  the  Common 
Carriers  with  v/hich  we  are  concerned.  In  our  opinion 

public  control  of  Common  Carriers  which  assures  a  fair 
measure  of  managerial  freedom  is  to  be  preferred  to  either 
unrestrained  private  ownership  on  the  one  hand  or  public 
ownership  on  the  other. 
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Our  concept  of  oar  duty  is  to  try  to  arrive  at 
a  rate  to  be  recommended  which  will  provide  to  the  owners 
a  fair  return  upon  the  value  of  an  efficient  and  economical 
system  which  is  put  to  public  use  and  which  will  at  the  same 
time  be  such  as  to  insure  to  the  public  that  no  more  is 
required  to  be  paid  for  the  sejrvice  rendered  than  that  service 
is  reasonably  worth. 

The  whole  problem  of  rate  making  is,  as  will  appear, 
a  most  perplexing  and  difficult  one.  After  read:.ng  much 
that  has  been  written  upon  the  subg.ect,  we  subscribe  to  that 
part  of  the  foreword  to  be  found  in  Mr.  L.  R.  Mashas  book 
on  Public  Utility  Rate  Structures,  in  which  the  author  says:- 

The  successful  builder  of  rate  structures 
must  be  primarily  a  philosopher  rather  than 
a  technician.*' 

The  first  step  in  rate  making  is  to  settle  upon  the 
items  which  are  to  be  included  in  tne  rate  base. 

In  our  opinion  a  list  of  those  items  should  include: 

(1)  All  physical  assets  which  are  nov/  *’used  and  useful” 
in  connection  with  the  pipe  line  system,  which  provides 
the  service  in  respect  of  which  a.  service  rate  is  to  be 
recommended. 

In  this  connection  v;e  shmi  have  something  to  say 
as  to  the  efficient  yet  economical  substitute  plant. 

(2)  Administration  and  overhead  construction  costs. 

We  are  of  the  opinion  that  it  is  proper  to. 

capitalize  a  portion  of  the  salaries  of  those  officers  and 
employees  v/ho  were  partly  engaged  in  planning  and  supervising 
construction  work  during  the  construction  period.  Something 
more  than  labour  and  materials  goes  into  the  creation  of  a 
pipe  line  system. 


* 
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(3)  Going  value. 

We  use  these  v/ords  in  the  sense  in  which  they  were 
used  by  Mr.  Justice  Day  in  delivering  the  opinion  of  the  Court 
in  the  Supreme  Court  of  the  United  States,  in  the  case  Des 
Moines  Gas  Co.  v.  City  of  Des  Moines,  238,  U.  S.  153  in  which 
case  he  said: 

”  That  there  is  an  element  of  value  in  an 

assembled  and  established  plant,  doing  business 
and  earning  money,  over  one  not  thus  advanced, 
is  self-evident. 

(4)  7/orking  Capitals 

In  our  opinion  a  sum  calculated  on  a  basis  of  what 
is  reasonable  in  the  way  of  anticipated  needs  should  be 
allowed,  to  provide  for  operating  expenses  in  advance  of  the 
collection  of  outstanding  accounts. 

Having  mentioned  that  \vhich  in  our  opinion  should 
be  taken  into  account  in  fixing  a  rate  base,  we  now  turn 
to  the  vexed  question  of  how  to  make  proper  valuation 
for  rate  making  purposes. 

In  the  book.  Public  Utility  Regulation,  by  Wilson 
Herring  and  Eutsler,  with  good  reason  the  authors  say:- 
"The  area  of  greatest  intensity  in  the  storm 
of  controversy  over  valuation  of  public  utility 
property  is  in  the  use  of  conflicting  theories  of 
economics,  conflicting  decisions  and  orders  of 
.  administrative  regulator^  bodies,  and  conflicting 
decisions  and  dicta  of  courts  to  support  or  to 
refute  one  or  another  of  the  various  bases  of 
valuation.  It  has  been  well  stated  that  "the 
’facts  ^  of  the  case  in  hand  have  opened  the  way 
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for  decisions  which  have  both  approved  and  dis¬ 
approved  every  major  economic  theory  of  valuation 
which  has  yet  been  advanced.” 

The  measures  of  value  most  commonly  used  can  be 


divided  into 

two  groups. 

The 

first  of  these  groups  relates  to  the  value  of 

the  property 

at  the  time  of  its  construction, including: 

1. 

The  original  cost  of  the  property. 

Z. 

The  book  cost. 

3. 

The  historical  cost. 

4. 

The  prudent  investment  cost. 

tz 

The  investment  cost  measured  by  outstanding 

securities. 

The 

second  group  of  measures  of  value  pertains  to 

the  value  of 

the  property  at  the  time  the  valuation  is  made. 

This  group  of  measures  of  value  includes: 


The  reproduction  cost  value. 

2. 

The  reproduction  cost  value  less  depreciation. 

3. 

The  split  inventory  value. 

4. 

Taxation  value. 

5.  Market  value. 

6.  Purchase  value.” 

The  first  commission  in  the  United  States  having 
jurisdiction  over  local  public  utilities  functioned  in. 
Massachusetts  in  1885,  since  then  the  number  of  commissions 
has  increased  to  such  an  extent  that  there  is  now  not  more 
than  one  State  without  some  form  of  State-wide  regulation  by 
commission,  and  practically  all  of  these  commissions  have 
jurisdiction  over  rates.  One  would  think  that  in  this 


period  of  time  there  would  have  been  not  only  some  standardiza 
tioD  of  regulatory  laws  but  that  some  formula  for  determining 
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valaes  for  rate-base  purposes  would  have  been  generally 
aooepted.  The  fact  is,  however,  that  no  such  formula  has 
been  evolved.  In  the  book  on  Public  Utility  Regulation 
last  referred  to  it  is  said:- 

"Valuation  is  a  Jiatter  of  Judgment. —  One  trend 
that  can  be  traced  is  that  toward  recognition  of  the 
principle  that  valuation  is  not  a  matter  of  formula 
or  formulae  but  a  problem  involving  the  exercise  of 
Judgment  by  a  body  of  qualified  experts  upon  the  basis 
of  evidence  of  value  submitted  to  them  in  proceedings 
before  them.” 


” . It  would  appear,  therefore,  that  despite 

the  ardent  quest  of  economists,  engineers,  legislators, 
and  Jurists  for  a  valuation  formula,  rule,  or  guide, 
pursued  for  the  last  quarter  century  or  more,  the  law 
of  the  land,  as  interpreted  by  the  Supreme  Court,  is 
that  valuation  is  not  a  matter  of  formula  but  one  of 
Judgment . ” 

But  assuming  that  valuation  is  a  matter  of  Judgment 
it  is  not  to  be  thought  that  the  Judgment  may  be  a  whimsical 
one.  Consideration  must  be  given  to  certain  elements  of 
value  and  any  conclusions  as  to  value  must  be  based  upon  some 
method  of  calculation  leading  to  such  conclusions.  Different 
methods  of  approach  to  rate  making  will  generally  give 
different  results.  If  then  a  rate  is  to  be  arrived  at  which 
will  give  a  fair  return  to  the  owner  of  the  utility  without 
overcharging  the  Customer  for  the  service  rendered,  the 
importance  of  a  proper  method  of  valuing  for  rate  base 
purposes  cannot  be  over  estimated. 
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We  come  then  to  a  consideration  of  the  two  groups 
of  methods  of  valuation  and  as  a  premise  to  what  we  have  to 
say  concerning  that,,  it  may  "be  v/ell  to  point  out  that  in 
the  United  States  there  has  been  a  great  controversy  between 
those  who  say  that  value  should  be  determined  with  reference 
to  the  present  cost  of  construction  or  estimated  present  cost 
of  reproducing  the  property,  and  those  who  advocate  tho  use 
of  original  cost  as  a  basis  for  arriving  at  the  fair  value  of 
property  for  rate-base  purposes.  There  has  been  a  collateral 
dispute  as  to  whether  present  cost  of  construction  or  cost 
of  reproduction  should  be  based  upon  the  cost  of  reproducing 
the  identical  plant  or  a  substitute  plant  capable  of 
performing  the  same  service.  There  has  also  been  a  dispute 
as  to  whether  the  basis  of  value  should  be  original  cost, 
historical  cost,  prudent  investment  and  so  forth.  In  the  main, 
however,  the  dispute  has  been  between  those  who  TOuld  consider 
present  labour  and  material  costs  entering  into  construction 
whether  of  the  same  or  a  substitute  plant,  and  those  who 
would  only  look  at  the  labour  and  material  costs  existing 
at  the  time  of  original  construction.  It  is  quite  obvious 
that  value  based  on  original  cost  and  value  based  on  present 
cost  of  construction  may  be  quite  different  and  so  it  has 
become  one  of  the  first  duties  of  your  Commissioners  to 
examine  into  the  position  in  the  United  States  from  which 
most  of  the  legal  literature  relating  to  administrative 
todies  comes,  v/e  think  that  it  may  be  s^-ifely  said,  that 
of  the  tTO  main  bases  commonly  relied  on  in  fixing  values 
for  the  rate  base,  the  original  cost  method  associated  with 
prudent  investment  has  been  generally  preferred  by  regulatory 
commissions.  This  is  understandable  because  by  this  method 
when  complete  accounting  records  are  available  a  value  is 
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eaaily  determined.  This  value  so  arrived  at  may  or  may 
not  he  present  value.  It  may  he  said  with  equal  certainty 
that  the  reproduction  new  less  depreciation  method  of 
arriving  at  present  value  has  at  all  times  been  insisted 
upon  as  an  clement  to  he  considered  if  indeed  not  given 
dominant  weight  in  arriving  at  a  rate  base  by  the  Supreme 
Court  of  the  United  States.  In  fact,  there  appears  to  be 
little  doubt  that  the  original  cost  method  with  its  modification 
of  prudent  investment  v/ould  have  been  adopted  long  since  by 
regulatory  bodies  throughout  the  United  States  were  it  not 
for  the  Supreme  Courtis  annulment  of  orders  of  regulatory 
bodies  which  did  not  take  present  value  into  account  in  rate 
making. 

It  is  to  be  noticed  tha  t  the  United  States  Supreme 
Court  has  interfered  with  the  orders  of  administrative  bodies 
solely  on  Jonsti tutional  grounds,  and  so  a  consideration  of 
the  Constitutional  provisions  relied  upon  as  justifying 
intervention  is  important. 

The  Fifth  Amendment  to  the  federal  Constitution,  ratified 
in -1791,  provides  that:  - 

"No  person  shall  be  held  to  answer  for  a  capital, 
or  other  wise  infamous  crime,  unless  on  a  presentment 
or  indictment  of  a  grand  jury,  except  in  cases  arising 
in  the  land  or  naval  forces,  or  in  the  militia,  ’.vhen 
in  actual  service  in  time  of  war  or  public  danger;  nor 
shall  ary  person  be  subject  for  the  same  offence  to  be 
twice  put  in  jeopardy  of  life  or  limb;  nor  shall  be 
compelled  in  any  criminal  case  to  be  a  witness  against 
himself,  nor  be  deprived  pf__life,  liberty ,  or  property 
wj.thout  due  process  of  law;  nor  shall  private  property 


be  taken  for  public  use  without  jus t  compensation." 
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The  Fourteenth  A’m^nclniejnt ,  rstified  in  1868, 
provides  that:- 

”  Section  1,  All  persons  born  or  naturalized 

in  the  United  States,  and  subject  to  the  juris¬ 
diction  tho-oof,  are  citizens  of  the  United  States 
and  the  State  \’Vheroin  they  reside.  iTo  State  shall 
make  or  enforce  any  lav;  v/hich  shall  abridge  tho 

/ 

privileges  or  imiiun itie s  of  citizens  of  the  United 
States;  nor  shall  any  State  deprive  any  person 
of  life,  liberty,  or  prop erty,  v;ithout  due  o cess 

of  law;  nor  deny  to  any  person  v; ithln  its  juris¬ 
diction  the  equal  protection  o f_  the  laws.^’^ 

Having  regard  to  these  cons t itutional  provisions 
the  Suprecie  Court  of  the  United  States  felt  that  itVr-as 
inounbent  upon  it  to  see  to  it  that  ro^.ulatory  bodies  did 
•not  confiscate  that  vihich  they  v.ere  only  authorized  to 
regulate  as  would  be ,  in  its  opinion,  the  case  if  the 
Utilities  regulated  obtained  anything  less  than  a  fair 
rate  based  upon  fair  value.  Fair  value,  in  the  opinion 
of.  the  Court  oft  expressed,  cannot  bo  arrived  at  without 
regard  to  present  value.  Although  it  has  been  thought 
necessary  to  consider  the  reported  cases  it  seems 
jinnecessary  i:hat  in  this  report  V/e  should  enter  upon  a 
discussion  of  all  the  cases  follov'ing  the  famous  case 
of  Smyth  v.  Ames,  169,  U.S.  466,  decided  in  1698. 

It  will  serve  our  present  purpose  to  refer  to  but  a  fev-i 
of  the  Supreme  Court  cases  com/iencing  with  the 
comparatively  recent  case  of  Sx .  Louis  &  O^Fallon  h.R. 

Co.  V.  United  States  of  A nerica ,  279  U.S.  461,  decided  in 


1929,  in  v;hich  caw'^e  the  Smyth  v.  Ames  case  is  re-affirmed, 
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the  subsequent  cases  to  the  date  of  that  decision  referred 
to  and  a  trite  statenent  of  the  lav  under  the  United 
States  Constitution  given. 

In  this  case  the  Commission,  vhose  decision  as  tt 
rate-making  vas  called  in  question,  v'as  bound  by  Statute 
to  give  due  consideration  to  all  of  the  elements  of  value 
recognized  by  the  law  of  the  land  for  rate-making  purposes. 

The  Court  found  that  the  Commission  had  refrained  from 
giving  due  consideration  to  present  or  reproduction  costs 
in  Gstimating  the  value  of  the  carrier’s  property,  and  so 
the  Court  nullified  the  challenged  order. 

h'e  quote  from  the  judgment  of  ir.  Justice  McReynolds 
the  follov-'ing : - 

"  The  elements  of  value  recognized  by  the  lav; 

of  the  land  for  rate-making  purposes*’  huive  been 

pointed  out  riany  times  by  this  Court . (cases 

cited).  ^mong  them  is  the  prev-ent  cost  of 
construction  or  reproduct ion^ 

"  Thirty  years  ago  Smyth  v.  Ames,  supra,  announced: 

"  l/e  hold,  however,  thst  the  basis  of  all  calcula¬ 

tions  as  to  the  re.,  so  nobleness  of  rates  to  be  charged 
by  a  corporation  maintaining  a  highvsay  under  legis¬ 
lative  sanction  must  be  the  fc ir  value  of  the  property 
being  used  by  it  for  the  convenience  of  the 
public.  ^nd  in  order  to  ascertain  that  value,  the 
original  cost  of  construction,  the  amount  expended 
in  permanent  improvements,  the  amount  and  market 
value  of  its  bonos  and  stock,  the  present  as  compared 
with  the  original  cost  of  construction,  the  probable 
earning  capacity  of  the  property  under  particular 
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r<ite8  prescribed  by  statute,  and  the  sum  required, 
to  meet  operating  expenses,  are  all  matters  for 
consideration,  and  are  to  be  given  such  weight  as 
may  be  just  and  right  in  each  case.  \le  do  not 
say  that  tte  re  may  not  be  other  matters  to  be 
regarded  in  estimating  the  value  of  the  property, 

’That  the  company  is  •'ntitled  to  ask  is  a  fair 
return  upon  the  value  of  that  which  it  employs  for 
the  public  convenience.  On  the  other  hand,  what 
the  public  is  entitled  to  demand  is  that  no  more  be 
exacted  from  it  for  the  use  of  a  public  highway 
than  the  services  rendered  by  it  are  reasonably 
worth. " 

"In  Missouri  ex  rel.  Southwestern  Bell  Teleph. 

Go.  V.  Public  Serv-  Commission,  sipra,  (262  U.  S.  287) 
we  said:  ’It  is  impossible  to  ascertain  what  will 
amount  to  a  fair  return  upon  properties  devoted  to 
public  service  without  giving  consideration  to  the 
cost  of  labor,  supplies,  etc.  at  the  time  the 
investigation  is  made.  An  honest  and  intelligent 
forecast  of  probable  future  values  made  upon  a  view 
of  all  the  relevant  circumstances  is  essential. 

If  the  highly  imoortaixt  element  of  ^resent  costs 
is  wholly  disregarded  such  a  forecast  becomes 
impossible.  Estimates  for  tomorrow  cannot  ignore 
prices  of  todays’ 

"The  doctrine  above  stated  has  been  consistently 
adhered  to  b.y  this  Court." 

If  further  authority  be  needed  to  show  that  "Fair 
Value"  under  the  decisions  of  the  Enited  States  Supreme 
Court  involves  the  consideration  of  present  value,  the 
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foilowing  cases  ma,y  bo  referred  to : - 

In  the  Minnesota  Rates  Case,  230  U.  S.  352-454, 
it  was  said:- 

"  The  making  of  a  jast  return  for  the  use 

of  the  property  involves  the  recognition  of  its 
fair  value  if  it  he  more  than  its  cost.  The 
proi^erty  is  held  in  private  ownership  and  it  is 
that  property,  and  not  the  original  cost  of  it, 
of  which  the  owner  may  not  he  deprived  without  due 
process  of  lav/.^’ 

In  tne  case  of  United  .Railway  and  Electric  v.  'Vest 
230  U.  S.  234  (1930)  Mr.  Justice  Sutherland,  speaking 
for  the  Supreme  Court  said:- 

”  It  is  the  settled  rule  of  this  Court  that  the 

rate  base  is  present  value.” 

In  the  case  of  McCardle  vs.  Indianapolis  ’7ater 
Company,  272  U.  S.  400,  Justice  Butler  says: 

”  If  the  tendency  or  trend  of  prices  is  not 
definitely  upward  or  dov/nward  and  it  does  not 
appear  probable  that  there  will  be  a  substantial 
change  of  prices,  then  the  present  value  of 
lands  plus  the  present  cost  of  constructing  the 
plant,  less  depreciation,  if  any,  is  a  fair 
measure  of  the  value  of  the  physical  elements  of 
the  property.” 

In  the  case  'Test  v.  Chesapeake  &  Potomac  Telephone 
Coy.  295  U.  S.  662,  not  only  is  the  Rule  as  to  present 
value  again  stated,  but  the  ground  upon  v/hich  this  rule 
rests  is  discl.osed-  In  the  ooinion  of  the  majority, 
delivered  by  Mr  Jusiicc  RtCVrto.  the  following  appears: 
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”  The  established  principle  is  that  as  the 
due  process  clauses  (Amendments  Five  and  Fourteen) 
safeguard  private  property  agaiast  a  taking  for 
public  use  without  just  compensation,  neither 
Nation  nor  State  may  require  the  use  of  privately 
owned  property  without  just  compensation. 

When  the  property  itself  is  taken  by  the  exertion 
of  the  power  of  eminent  domain,  just  compensation 
is  its  value  at  the  time  of  the  taking.  So  \^^ere 
by  legislation  prescribing  rates  or  charges  the 
use  of  the  property  is  taken,  just  compensation 
assured  by  these  constitutional  provisions  is  a 
reasonable  rate  of  return  upon  that  value.” 

” . It  is  true  that  any  just  valuation  must 

take  into  account  changes  in  the  level  of  prices. 
We  have  therefore  held  that  where  the  present 
value  of  property  devoted  to  the  public  service  is 
in  excess  of  original  cost,  the  utility  company  is 
not  limited  to  a  return  on  cost.  Conversely, 
if  the  plant  has  depreciated  in  value,  the  public 

« 

should  not  be  bound  to  allow  a  return  measured  by 
investment.  Of  course,  the  amount  of  that  invest¬ 
ment  is  to  be  considered  along  with  appraisal  of 
the  property  as  presently  existing,  in  order  to 
arrive  at  a  fair  conclusion  as  to  present  value, 
for  actual  cost,  reproduction  cost  and  all  other 
elements  affecting  value  are  to  be  giv  en  their 
proper  weight  in  the  final  conclusion.” 

It  is  to  be  observed  that  it  is  "present  value" 
that  is  stressed  in  the  above  case  and  that  original 
cost  is  relegated  to  the  position  of  being  used 
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only  to  the  extent  that  it  is  asefal  in  arriving  at 
present  value.  It  is  also  to  be  observed  that  the 
reasoning  which  Leads  to  this  result  is  rested  solely 
upon  the  constitutional  prohibition  against  confiscation. 

In  this  Inquiry  we  have  before  us  calculations 
made  by  Messrs.  Karvey  and  Morrison,  Accountants, 
predicated  upon  the  original  cost  of  assets  now  used  and 
useful;  calculations  made  by  Messrs.  Price,  ^Taterhouse 
and  Company,  accountants,  based  upon  moneys  actually 
invested,  and  calculations  by  Messrs.  Ford,  Bacon  and 
Davis,  Engineers-,  based  upon  cost  of  reproduction  less 
depreciation.  These  different  calculations  lead  to 
entirely  different  results. 

It  seems  to  us  th  t  we  must  first  decide  as  to 
whether  or  not  a  fair  present  rate  can  be  arrived  at 
in  the  present  ciruumstances  without  regard  to  present 
value.  We  have  no  hesitancy  in  saying  that  no  matter 
how  reached  present  value  must  be  ascertained  for 
rate-base  purposes  if  a  fair  present  rate  is  the 
aim  of  the  rate-maker. 

Now,  if  prudent  investment  be  assumed,  original 
cost  provides  a  figure  not  only  of  original  value  but 
of  present  value  as  well  if  there  be  no  change  in 
conditions  or  in  price  levels  in  the  meantime  but  where 
as  in  this  Inquiry  there  is  reliable  evidence  as  to 
original  cost  and  as  to  pre^^nt  '.'^-^Tue  which  are  entirely 
different  and  the  diff^xvnce  is  not  accounted  for  by 
depreciation  then  it  is  to  be  assumed  that  there  has 
been  a  change  in  conditions  or  in  labor  and  material 
costs  which  accounts  for  the  difference. 
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One  thing  is  certain,  that  if  a  rate-maker 
proposes  to  use  present  value  in  arriving  at  a  rate- 
base  neither  original  cost  nor  original  investment  vrill 
serve  his  purposes  in  the  absence  of  evidence  of 
unchanged  conditions  and  of  unchanged  construction  costs. 

Our  reasons  for  accepting  the  view  that  in  the 
0 ire urns tances  we  must  find  present  value  for  rate-base 
purposes  may  be  shortly  stated.  In  the  first  place  we 
have  the  high  authority  of  the  Supreme  Court  of  the 
United  States  for  saying  that  in  rate-making  to  be  fair 
to  the  owner  of  the  utility  at  least  up  to  the  point  of 
avoiding  confiscation  present  value  must  be  taken  into 
account . 

Ue  do  not  forget  that  the  Supreme  Court  has  also 
said  that  original  cost  should  be  taken  into  account. 

As  to  this  we  think  it  enough  to  say  that  if  present 
value  is  that  which  is  sought  and  it  appears  that  original 
cost  and  present  value  are  different  then  original  cost 
must  be  discarded  on  the  ground  that  there  can  be  no 
reconciliation  of  irreconc ilables. 

Then  again,  it  seems  to  us  that  the  fact  that  the 
utilities  are  now  for  the  first  t  irae  being  brought  under 
the  control  of  a  regulatory  body  on  the  recommendation  of 
your  Commissioners,  is  to  be  taken  into  account.  It  m^ 
be  that  in  the  future,  a  first  rate-base  being  now  determined, 
a  regulatory  body  .might  well  for  the  sake  of  simplicity 
and  convenience  dispense  with  engineering  appraisals  in 
further  rate-making  and  adopt  original  cost  methods  treating 
the  rate-base  now  ai’rived  at  as  being  original  cost  but 
this  would  be  justifiable  only  because  all  capital  additions 
and  improvements  would  then.be  made  with  full  knowledge 
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on  the  part  of  the  investors  that  the  rate  of  return 
accorded  to  them  would  be  in  the  discretion  of  the  Public 
Utilities  Board.  It  seeras  to  us  that  the  present  position 
is  quite  different,  llere  a  utility  which  had  enjoyed 
freedom  from  interference  from  any  outside  body  is  for  the 
first  time  subjected  to  regulatory  rates.  In  the  case  of 
future  capital  additions  or  improvements  as  stated  the 
investment  is  made  when  the  investor’s  eyes  are  open  to  how 
the  return  upon  his  money  will  be  measured.  In  the  case 
in  which  a  utility  is  being  regulated  for  the  first  time 
it  is  to  be  remembered  that  the  capital  already  invested 
was  invested  prior  to  Government  announcement  of  rate 

control.  - . 

There  is  something  to  be  said  for  the  view  that  a 
fair  rate  would  be  one  that  does  not  serve  to  destroy  the 
property  values  which  imraediately  prior  to  control  reflected 
the  reasonable  expectation  of  investors.  v/e  do  not  go 
that  far  because  we  think  that  doing  the  very  best  anyone 
can  do  for  the  investor,  there  can  be  no  adjustment  of  the 
rate  for  public  service  in  the  public  interest  that 
genera  ly  speaking  will  entirely  avoid  disappointment  to 
security  holders.  As  to  this  it  may  be  said,  firstly 
that  the  Pipe  Line  Act  provides  for  the  regulation  of  rates 
and  secondly  that  when  investment  is  made  in  the  business 
of  ’’Common  Carriers’-  it  is  or  should  be  known  by  those 
investing  that  they  are  investing  in  property  which  is  to 
be  put  to  a  public  use  and  affected  with  a  public  interest, 
and  which  will  in  all  likelihood  be  the  subject  of 
regulation  in  the  pub!}.ic  interest.  This  does  not  iTiean, 
however,  that  if  this  comes  to  pass  the  user  of  the  utility 
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is  to  get  a  better  rate  than  one  that  is  fair  and  to 

that  end  have  a  rate  fixed  upon  the  basis  of  value  as  it  was 

any  given  number  of  years  before. 

We  may  also  point  out  that  on  the  original  cost  basis 
if  a  utility  is  constructed  during  a  high  cost  period  the 
owner  is  entitled  to  collect  a  return  upon  original  cost, 
notwithstanding  a  subsequent  fall  of  the  general  price  i^vel. 
In  other  words,  under  the  original  cost  doctrine  which 
insures  an  investor  a  constant  return  upon  his  investment 
temporary  high  prices  and  high  interest  rates  could  be 
successfully  projected  into  the  future.  On  this  theory 
all  utility  plant  construotion  and  additions  would  be  made 
during  peak  price  p-eriods  and  the  users  would  have  to  pay 
an  annual  charge  for  a  service  which  could  be  reproduced 
for,  perhaps,  half  the  annual  charge  which  they  are  called 
upon  to  endure o  On  the  other  hand  if  a  utility  were 
constructed  during  a  lov/  cost  period  upon  the  original 
cost  theory  the  investor  would  be  prevented  from  earning 
a  return  on  more  than  his  original  investment  even  though 
owing  to  changed  conditions  the  plant  had  trebled  in  value 
and  even  though  no  substitute  plant,  if  presently  erected, 
could  perform  the  service  at  anything  like  the  rates 
prescribed  on  the  original  cost  basis. 

We  think  that  the  conclusion  is  inescapable;  that  at 
least  in  the  case  of  Oemmon  Carriers  presently  brought 
under  the  control  of  a  regulatory  body,  a  present  rate  must 
be  rested  upon  a  rate -base  which  includes  the  present  value 
of  the  physical  properties. 

In  adopting  this  view  we  feel  that  we  not  only  have 
the  support  of  the  Supreme  Court  of  the  United  States  but 
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also  at  least  the  implied  approval  of  the  Judicial 
Committee  of  the  Privy  Council  in  the  dasa 
International  Railway  Company  vs.  Niagara  Parks  Commission 
(1937)  3  All.  E.  R.  181. 

We  do  not  say  that  the  evidence  as  to  original  cost 
was  not  pertinent.  Such  evidence  has  .the  stamp  of  approval 
of  the  Supreme  Court  of  the  United  States.  It  may  be  used 

as  a  check  on  other  methods  of  valuation  and  it  may  be 
relied  on  when  the  evidence  as  to  reproduction  cost  is 
considered  unworthy  of  acceptance.  See  the  case  of  the 
Railroad  Commission  of  California  vs.  'Pacific  Gas  and 
Electric  Coy.  302  U.  S.  388.  For  these  reasons  it 

was  the  duty  of  Counsel  to  introduce  evidence  of  original 
cost.  It  is,  w®  think,  our  duty  to  reject  it  as  the  sole 
means  of  finding  the  value  of  physical  properties  fee  rate- 
base  purposes  when  it  is  shown  that  it  does  not;  accord  with 
acceptable  evidence  as  to  present  value. 

We  now  turn  to  the  evidence  which  bears  upon  the 
present  value  of  the  physical  properties.  Exhibit  ”96” 
is  a  report  of  the  Engineering  Company  of  Messrs.  Ford, 
Bacon  &  Davis  to  Royalite  Oil  Company  Limited,  dated 
December  Slst,  1938,  which  was  verified  by  the  witness 
Edgar  G.  Hill,  Vice  President  and  Director  of  this 
engineering  company.  We  quote  from  that  report  as 
follows; 

”Summar.v  of  Valuation. 

The  valuation  of  the  physical  property  of  the 
Division  as  of  December  31st,  1938,  is  summarized  as 
follows : - 
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I'ipe  Line  Division 

Summary  Classified  by  Accounts 

t 

Classification 

New 

Estimated  Cost'l 
of  Reproduc tionp 
As  of  Dec. 31,  1938j 

Less  ! 

Deprec iation. I 

Land 

$  2,437 

$  8,437 

Rights  of  V/ay 

16,196 

16,196 

Y 

\ 

\ 

Field  Gathering  lines 

320,476 

305,516 

Field  Gathering  Pumps 

60,264 

47,907 

Water  Pumps 

2  ,650 

1,590 

,i 

Tanks 

147,100 

117,980 

i 

Pumping  Stations 

156,823 

149,945 

Trunk  Pipe  Lines 

579,016 

564,145 

Oil  and  Fire  Lines 

49; 735 

47,248 

Miscellaneous  .Equipment 

17,948 

12,834 

Miscellaneous  Structures 

29,647 

24,427 

Automotive  Equipment 

13,341 

9,970 

Furniture  and  Fixtures 

3,663 

3,663 

' 

Total 

$1,399,296 

$1,303,858 

General  Overhead  costs  (10^) 

139,930 

130,386 

Total 

$1,539,226 

$1,434,244 

Working  Capital  and  Mater- 

ials  and  Supplies 

80,000 

80,000 

Total 

$1,419,226 

$1,514,244 

Note:  Atove  totals  include  full  cost  of  items  of  property 

and  construction  in  process  of  construction  and 
installation  as  of  December  15,  1938.  Such 
incomplete  construction  will  normally  be  finished 
by  December  31,  19  38. 


These  valuations  were  made  and  the  Report  prepared 
by  the  witness  Hill.  He  says  that  the  method  adopted  for 
the  valuati'''n  of  the  physical  assets  is  what  is  termed 
Cost  of  Reproduction  less  depreciation,  that  is  to  say 
observed  depreciation  is  deducted  from  the  cost  of 
reproduction,  new,  in  order  to  arrive  at  an  estimate  of 
reproducing  the  property  in  the  condition  in  which  it 
no?;  is. 

In  addition  to  the  items,  above  listed  this  Engineer¬ 
ing  Company  allows  for  a  very  substantial  addition  beir^  made 
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thereto^  under  the  heading  "Value  as  a  going  concern.^ 

Vfe  again  quote  from  the  report: - 

»t  The  Pipe  Line  Division  of  the  Royalite  Oil 

Company,  Ltd.  is  a  going  concern  which  has  hoen  in 
successful  operation  for  more  th^m  ten  years, 
although  it  has  been  considered  as  a  separate  Division 
of  the  Company  only  since  January  1,  1938.  It  is 
the  principal  gatherer  and  transporter  of  crude  oil 
and  naphtha  in  the  Turner  Valley  f ield.  Its  property 
is  well  maintained  and  efficiently  operated  by 
experienced  men  all  of  whom  have  had  many  years  of 
service  v/ith  the  Company. 

In  the  opinion  of  the  Engineers  the  small  amount 
of  physical  depreciation  found  to  exist  in  the  property 
does  not  measurably  detract  from  its  service  value.. 

The  Division  receives  the  benefit  of  the  utility 
services  such  as  electric  power  and  light,  water, 
steam,  sanitation  and  repair  shop  facilities  provided  • 
by  the  parent  company  at  Turner  Valley.  ’Vhile  a 
proportion  of  the  operating  expenses  of  these  utilities 
has  been  allocated  to  the  Division,  the  Engineers 
have  not  attempted  to  allocate  to  the  Division  any 
of  the  parent  Company's  investment  in  these  facilities. 
If  they  did  n^t  exist  the  Division  would  have  to 
provide  them  and  their  cost  necessarily  v\'auld  be 
included  in  any  valuation  of  the  Division.  The 
investment  of  the  parent  Company  in  these  utilities 
is  substantial,  approximating  $1,000,000. 

For  all  of  these  reasons  the  Division  has,  in 
the  Engineers'  opinion,  a  value  as  a  going  concern 
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whieh  is  in  excess  of  the  depreciated  value  of  its 
physical  assets  plus  v/orking  capital.  Thi:^  value 
as  a  going  concern,  necessarily  a  matter  df  judgment, 
is  fixed  by  the  Engineers  at  a  minimum  of  ^1,700,000 
at  December  31,  1938.” 

If  there  is  deducted  from  this  last  mentioned  figufe 
of  $1,700,000.  the  sum  of  $1,514,244,  the  amount  fixed,  by 
JAr.  Hill  as  reproduction  cost  less  depreciation,  it  will 
be  seen  that  the  amount  allowed  as  "going  concern”  value 
is  $185,756. 


Dealing  first  with  the  physical  property  and  leaving 
aside  for  the  time  being  the  matter  of  depreciation  we 
then  have  on  the  basis  of  Mr.  Mil's  valuation  the 
following: - 

Physical  property 


$1,399,296 


Overhead  Costs  (including 
administration) 

Workirg  Capital,  Material  and 
Supplies 

G-oing  Value 


139,930 


80.000 


185,756 


$1,804,982 


In  addition  to  Mr.  Hill's  evidence  as  to  reproduction 
cost  new  less  depreciation  we  have  the  evidence  of  Mr. 

L.  L.  Plotkins  as  to  vhat  an  efficient  and  economical 
substitute  plant  would  cost.  tir.  Plotkins  is  a  refiner 
and  widely  experienced  in  all  branches  of  the  oil  industry. 
Me  quote  from  his  statement  which  was  made  Exhibit  ”200” 
the  following: 
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"Valu.6  of  System  (basis  table  page  99) 

31.3  miles  of  trunk  lino  @ 

§10,000.00  per  mile  §  313,000.00 

73.4  miles  gathering  line 

$2,112.00  per  mile  156,000.00 

Tanks,  pumps,  equipment,  buildings, 

boiler,  water  and  general 

utilities  175,000.00 

VVoTking  capital  and  supplies  56,000.00 

§700,000.00 

_  n 

The  table  referred  to  in  llr.  Plotkins*  statement 
is  found  in  the  book  ^Accounting  for  the  Petroleum 
Industry”  by  Morland  and  McKee,  published  in  1925. 

'7e  are  not  prepared  to  go  the  length  of  accepting 
Mr.  Plotkins’  figures,  based  in  the  main  as  they  are  upon 
calculations .made  from  the  estimates  of  others  as  to  the 
cost  of  constructing  plants  of  the  character  under 
consideration.  These  vn?iters  for  all  we  know  may  have 
at  this  time  entirely  different  opinions  from  those 
expressed  in  the  articles  upon  which  Mr.  Plotkins  relies. 
Then  again  we  have  not  had  the  benefit  of  seeing  these 
authors  in  the  v/itness  box  under  examination  and  cross- 
examination  and  so  we  are  not  able  to  decide  either  as  to 
their  ability  or  their  credibility. 

'7e  are  impressed  with  v/hat  Mr.  Plotkins  has  said  to 
the  effect  that  there  i  s  no  need  for  three  pipe  lir.es  and 
we  are  inclined  to  think,  with  him,  that  one  pipe  line  of 
greater  size  would  serve  the  purpose  of  the  three  present 
lines  at  less  cost.  There  is  support  for  this  view  in 
the  evidence  of  Mr.  Hull.  There  is  no  doubt  that  the 
first  line  was  put  in  by  the  Royalite  Oil  Company  Limited 
to  serve  its  parent  company,  the  iDiperial  Company, 
that  the  other  line  was  merely  taken  over  from  the  Regal 


Company  as  a  matter  of  business  expediency  for  a  debt, 
and  that  the  third  line  nt-.s  put  do’,  n  merely  to  supplement 
the  other  tv;o  as  distin£,uished  from  putting  dov.-n  a  line 
v;hich  ^vould  perform  the  v.’ork  of  the  present  three  lines. 

It  is  also  clear  that  one  of  these  lines  is  in  the  main 
used  for  naphtha,  but  it  is  established  that  i^hen  occasion 
demands  it  is  used  for  both  naphtha  and  crude  oil,  and 
that  this  operation  is  considered  to  be  a  perfectly 
proper  one, 

Uotv'ithstanding  all  th'-t  Mr.  Plotkins  has  said, 
supported  as  he  is  in  part  by  the  evidence  of  Mr,  Hull, 
v/e  are  of  the  opinion  that  v;e  have  not  heard  evidence  of 
a  conclusive  character  which  establislies  that  the  cost 
of  a  satisfactory  substitute  trunk  line  of  greeter 
dimensions  v'ould  cost  any  named  sum  or  any  named  percentage 
less  than  the  depreciated  value  placed  on  the  lines  now 
in  operation.  As  Commissioners,  it  is  our  duty  to  act 
upon  evidence  and  in  the  absence  of  concrete  evidence 
establishing  this  to  our  satisfaction  we  will  not  assume 
that  a  substitute  line  of  equal  capacity,  efficiency, 
and  durability  would  coi  t  less  than  the  amount  of  the 
depreciated  value  of  the  present  lines. 

If  had  satisfactory  proof  thet  an  efficient 
substitute  line  could  be  built  for  a  less  amount  of  money 
than  the  amount  settled  upon  as  the  depreciated  value 
of  the  existing  lines  we  should  be  forced  to  consider 
how  far  we  would  go  in  reducing  the  amount  of  the  present 
value  of  these  lines  for  rate-base  purposes. 

■'e  do  not  depart  from  the  viev>  that  present  value 
must  go  into  the  rate-base  but  ’.vs  do  not  on  tliat  account 


-27- 


eay  that  present  value  means  the  present  value  of  an 
obsolete  system  which,  if  included  in  the  rate-base, 
would  cause  the  users  of  the  line  to  pay  more  than  the 
service  is  worth  v/hen  measured  by  the  cost  of  like 
services  in  competitive  fields.  Not  only  have  we  no 
concrete  acceptable  evidence  as  to  how  much  a  substitute 
line  would  cost  but  we  have  no  evidence  as  to  rates  in 
comparable  competitive  fields  and  so  were  it  not  that  we 
are  to  be  follow'ed  by  a  permanent  regulatory  body  which 
is  probably  entitled  to  the  benefit  of  our  viev/s  upon  rate- 
making,  we  would  consider  this  examination  of  the  position 
taken  up  by  I!r.  Plotkins  an  idle  one^As  it  is,  we  think, 
we  should  point  out  that  the  cases  in  the  Supreme  Court 
of  the  United  States  Y/h  ich  seem  to  point  to  an  opposite 
conclusion  are  distinguishable  upon  constitutional  grounds. 
The  Supreme  Court  of  the  United  States  v/ould  appear  to 
consider  itself  bound  to  give  fair  present  value  to  the 
existing  utility  and  to  avoid  the  constitutional 
prohibition  against  confiscation,  and  this  would  appear 
to  be  so  regardless  of  the  result  in  the  matter  of  the 
Service  Rate.  It  is  true  that  the  Supreme  Court  has  said 
in  effect  that  the  consumer  should  not  be  expected  to  pay 
more  than  the  service  is  reasonably  worth  but  insomuch  as 
a  service  rate  cannot  be  said  to  be  good  or  bad  without 
regard  to  tlie  rate-base  to  which  the  rate  of  return  is  tci 
be  applied,  it  v/ould  seem  that  the  "fair  return"  v/hich 
the  Supreme  Court  insists  upon  must  be  predicated  upon  a 
present  value  that  is  at  all  cost  fair  to  the  utility 
owner  up  to  the  point  where  i  t  is  not  confiscatory. 

Now  we  are  not  functioning  under  the  Constitution  of  the 
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United  States,  and  v/e  are  not  bound  by  the  decisions  of 
the  Supreme  Court  of  the  United  States.  do  not 
venture  to  express  an  opinion  as  to  v/hether  or  not  under 
the  Constitution  of  the  United  States  the  Supreme  Court 
is  on  sound  ground  in  applying  eminent  domain  principles  to 
rate  oases.  We  do,  however,  unhesitatingly  express 
the  opinion  that  in  Canada  a  Regulatory  body  is  not  bound 
in  the  absence  of  Statutory  Direction  to  attribute  to  a 
utility  property  for  rate-base  purposes  a  value  greater 
than  that  of  an  economical  substitute  plant  that  would  be 
able  to  render  service  as  efficiently  as  is  done  by  the  old 
plant. 

YIe  are  commanded  to  find  what  is  a  fair  and  equitable 
rate,  and  so  we  are  very  much  concerned  with  arriving  at 
a  rate  that  is  faim  to  the  owner  of  the  utility,  but  not 
at  all  cost  because  v/e  are  equally  concerned  with  arriving 
at  a  rate  that  is  fair  to  the  users  of  the  utility  and 
there  is  no  constitutional  bar  to  our  being  fair  to  the 
users  of  the  utility,  even  though  the  utility  owner  is 
deprived  of  a  return  vh  ich  is  based  on  the  present 
reconstruction  cost  of  the  plant  under  consideration. 

We  are  prepared  to  go  even  further  and  say  that  the 
consideration  of  a  fair  service  rate  to  the  user  is  the 
dominant  consideration.  If  in  putting  forward  this  view 
we  depart  from  the  decisions  of  the  S’upreme  Court  of  the 
United  States,  we  do  so  with  great  respect,  but  this  is 
to  be  said,  that  nov/here  in  their  decisions  do  we  find 
a  clear  intimation  that  the  Supreme  Court  v/ould  not  have 
accepted  this  view  were  it  not  for  the  Constitutional  bar 
that  prevents.  All  regulation,  generally  speaking, 
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presupposes  monopoly,  and  tliG  idea  of  regulating  rates 
at  all  is  to  prevent  those  who  are  of  necessity  users  of 
a  public  utility  from  being  overcharged.  In  other  ’-vords, 
regulation  is  necessary  in  the  case  of  a  Public  service 
monopoly  not  to  raise  rates  -  private  enterprise  would 
attend  to  that  -  but  to  correct  what  has  be'i^n  described 
as  economic  maladjustment  as  a  result  of  overcharging 
for  the  kind  of  public  service  rendered.  In  this  view, 
regulation  is  justifiable  on  social  grounds  as  a  raeai  s  of 
correcting  a  v/rong  economic  relationship,  and  in  the 
absence  of  legal  bars  there  can  be  in  our  view  no  justifioa- 
tioxi  for  a  regulatory  body  not  effecting  that  correction 
whether  the  result  be  confiscatory  or  not.  If  tha 

basis  of  value  had  to  be  reconstruction  value  of  an  expensive 
plant  when  a  much  less  expensive  plant  would  serve  as 
well,  then  there  could  be  no  such  adjustment  and  the 
users  of  necessity  would  have  to  pay  a  rate  upon  an 
inflated  rate-base  or,  in  other  words,  a  higher  rate  than 
the  service  could  command  in  a  competitive  field  and  so 
a  higher  rate  than  the  service  is  v/orth. 

Having  made  these  observations  we  return  to  a  considera¬ 
tion  of  the  rate-base. 

It  is  to  be  observed  that  in  the  report,  Exhibit 
”95”,  the  witness  Hill  does  not  deal  with  the  capital 
cost  of  those  assets  which  the  Pipe  Line  Department  of 
the  Carrier  Companies  has  used  in  common  with  other 
departments  of  these  companies.  For  some  reason  he  has 
chosen  to  deal  with  these  assets  as  part  of  the  going 
value  as  shown  by  that  part  of  his  report  before  quoted, 
llr .  Hill’s  evidence  upon  the  point  w.en  being  exemined 
by  Counsel  for  the  Carrier  Companies  is  as  follows:- 
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”0,  Now,  I'lr.  Hill,  in  this  repoort  there  is 

nothing  contained  in  your  appraisal  as  to  the 
utilities? 

A  No  sir. 

Q,  Now  what  do  we  mean  by  utilities? 

A  We  mean  the  services  of  electric  energy  and  water, 
furnishing  of  sanitation,  as  sewerage,  septic 
tan3^,  and  what  not,  the  furnishing  of  warehouse 
space  and  storage  and  machine  shop  facilities* 
Those  services  are  all  provided  to  this  Division 
by  the  parent,  that  is  the  Royalite  Company,  from 
its  existing  facilities  at  Turner  Valley,  which 
ate  not  owned,  and  no  part  of  it  has  been  trans¬ 
ferred  to  the  books  of  the  Pipe  Line  Division. 

Q  And  generally  used  with  the  others? 

A  The  service  of  these  utilities  is  furnished,  is 
jointly  used  by  all  divisions  of  the  Royalite 
Oil  Company,  but  they  are  not  owned  by  the  Pipe 
Line  Division  and  secondly  my  appraisal  covered 
only  properties  that  were  pointed  out  to  me  as 
being  ov/ned  by  the  Division.  I  made  no  inclusion 
in  my  appraisal  other  than  as  a  normal  going 
value  for  the  fact  that  the  Company  had  the 
service  of  those  utilities  without  making  any 
of  the  investments  which  those  utilities  entailed. 

Q  In  a  word,  your  appraisal  does  not  reflect  the 
capital  cost  of  those  utilities? 

A  1 1  do  e  s  no  t . 

Q  But  it  does  take  into  consideration  the  going 
value  of  this  pipe  line  operation? 
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A  It  does. 

Q  Now  if  you  are  m'on^,  about  including  it  as  part 
of  the  going  value,  then  am  I  right  in  suggesting 
to  you  that  they  would  have  to  he  put  hack  as 
part  of  the  capital  cost? 

^  There  should  he  an  allocation  made,  that  is  if 
this  Commission  or  whatever  regulatory  body  that 
fixes  this  rate  base,  does  not  see  fit  to  allow  any 
going  value  for  this  Company  on  account  of  the 
fact  that  it  does  en^oy  this  service,  then  it 
would  seem  to  me  that  it  must  necessarily  make 
an  allocation  of  the  capital  cost  of  those  utili¬ 
ties,  and  apportion  some  part  of  it  to  the  Pipe 
Line  Division  for  inclusion  in  the  rate  base. 

0,  Otherwise  the  Division  would  have  to  build  its 
own  ut ili ti es? 

A  Yes.  " 

Under  examination  by  Commission  Counsel,  ItTo 
Hill  said  this: - 

"Q  IIR.  FRAULEY :  Now  I  want  to  call  your 

attention  to  what  I  think  is  of  some  value. 

The  utilities,  I  think  it  was  agreed,  I  do 
not  know  how  much,  but  I  understand  it  is  agreed 
or  it  is  suggested  that  the  total  value  of  the 
utilities  and  service  units  of  th‘$^  Company  are 
in  round  figures  $1,000,000.-00. 

A  I  think  that  is  correct. 

Q  And  $186, 000  r  00  would  be  I8.6/0  of  the  utilities? 

Do  you  agree  that  is  a  fair  percentage? 

A  Well  I  did  not  make  that  computation,  but  it 
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happena  arithmetically  that  is  so.  I  have 
attempted  to  make  no  allocation  and  I  vould 
not  vra  nt  to  make  a  snap  judgment.  It  happens 
it  works  out  here  that  way.  But  that  is  not  mjr 
calculation.  ” 

Treating  the  utilities  as  roughly  one  million  as 
counsel  did  this  percentage  as  a  percentage  pretty  well  checks 
v/ith  Mr.  Morrison  accountancy  conclusion.  We  can  think 
of  no  good  reason  why  this  ‘3um  which  is  in  round  figures, 
$186,000.00,  should  not  he  adt’ed  to  the  values  attaching  to 
physical  assets,  and  taken  into  account  in  fixing  depreciation. 

We  now  turn  to  a  consideration  of  the  intangibles 
before  entering  upon  a  discussion  of  depreciation. 

With  regard  to  working  capital  we  think  that  the  sum 
of  $80,000.00  v/hich  Messrs.  Ford,  Bacon  &  Davis  in  their 
report  and  Mr.  Hill  in  his  evidence  thinks  proper  to  be 
allowed  for  working  capital  and  material  and  supplies  is  a 
fair  one.  V/e  are  prepared  to  accept  this  amount  as  a  fair 
allowance  and  to  include  it  in  the  rate-base. 

With  regard  to  administration  and  overhead  cost  during 
the  period  of  construction,  the  evidence  is  not  satisfactory, 
but  on  the  whole  we  are  of  the  opinion  that  the  sum  contended 
for  by  Mr.  Hill,  namely,  13  per  cent  of  the  reproduction 
cost  ney/  of  the  physical  assets,  but  v/ithout  applying  that 
percentage  to  land  and  rights  of  way,  is  not  out  of  line  with 
the  many  decisions  as  to  this,  and  should  be  included  in  the 
rate-base. 

With  regard  to  "going  value"  that  intangible  which  is 
most  difficult  to  value,  it  m.ight  be  enough  to  say  that  the 
amount  that  Mr.  Hill  has  claimed  should  go  into  the  rate- 
base  under  this  head  has  gone  into  the  rate-base  under 
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another  head  hut  we  think  that  his  reasons  for  putting  this 
sam  und.er  the  head  of  going  value  should  not  he  passed  over 
without  comment. 

A  reference  to  the  Engineers  report  and  in  particular 
the  part  before  quoted  will  show  that  Mr.  Hill  speaks  of 
successful  operation.  In  the  case  Galveston  Electrio  Co. 
vs.  Galveston,  258  U.  S.  383,  the  Supreme  Court  of  the 
United  States  held  that  because  a  business  has  been  brought 
to  successful  operation  does  not  justify  the  inclusion  of  a 
going  concern  value  in  the  rate-base.  It  would  appear 
from  Mr.  Justice  Brandeis '  judgment  that  the  cost  of 
establishing  a  system  as  an  operating  system  is  to  be  found 
in  the  overhead  expenses,  Uhat  the  master  allowed  and  what 
the  Court  disapproved  v;as  an  allov/ance  under  the  head  of 
goii^  concern  of  '‘the  cost  of  developing  the  operating 
railway  system  into  a  financially  successful  concern". 

Hill  speaks  of  the  competence  and  experience  of 
the  staff.  We  have  no  doubt  whatever  as  to  the  efficiency 
and  reliability  of  Mr.  Samuel  Coultis,  the  chief  of  the  Pipe 
Line  Division,  and  v/e  do  not  question  the  competency  of  the 
men  under  him,  but  surely  the  selection  of  a  staff  is  a  matter 
of  administratiouc 

kir.  Kill  also  refers  to  the  small  amount  of 
depreciation  found  to  exist  in  the  property.  This  is  vlthout 
doubt  the  reason  that  he  did  not  make  a  greater  depreciation 
allowance . 

There  undoubtedly  is  that  int?=ingibie  something  in 
a  going  concern  having  cust^iu^rs  which  a  concern  not  going 
has  not,  something  in  the  nature  of  goodwill  although  not 
given  that  name  which,  perhaps,  in  a  proper  case  may  betaken 


into  accoant  but  where  as  here  v/e  are  dealing  with  a 
monopoly  there  will  be  no  lack  of  customers  of  necessity 
so  l''ng  as  there  is  need  for  the  line;  We,  therefore, 
do  not  see  that  value  attaches  on  this  ground. 

Although  we  cannot  well  fail  to  *take  into  accoant 
that  the  pipe  line  system  is  a  successful  going  concern, 
we  make  no  allowance  for  going  value  as  such,  as  a  separate 
item.  As  was  said  by  the  Commission  in  the  case  in  re 
Appleton  Waterworks  Company,  6  W.  R.  C.  R.  97,  ’’It  must  be 
conceded  that  "going  value""  hav  ever  computed,  cannot  be 
made  the  means  of  fictitiously  increasing  values  or  creating 
values  that  do  rot,  in  fact,  exist."  In  the  Suprens  Court 
in  this  case  this  was  said:- 

"  The  value  of  the  plant  and  business  is  an 

indivisible  gross  amount;  it  is  not  obtained  by 
adding  up  a  number  of  separate  items,  but  by  taking 
a  comprehensive  view  of  each  and  all  of  the  elements 
of  property,  tangible  and  intangible,  including 
property  rights,  and  considering  them  all,  not  as 
separate  things,  but  as  inseparable  parts  of  one 
harmonious  entity,  and  exercising  the  judgment  as  to 
the  value  of  that  entity.  In  this  way  the  going 
value  goes  into  the  final  result,  but  it  would  be 
difficult  for  even  an  expert  to  say  how  many  dollars 
of  the  result  represent  it." 

No  discussion  of  values  for  rate-base  purposes 
v7ould  be  complete  without  adverting  to  the  probable  life  of 
the  oil  field.  We  are  concenned  with  the  life  of  the  field 
not  only  from  the  viewpoint  of  making  provision  in  operating 
costs  for  amortization  allov/ances  but  we  are  also  concerned 
with  the  life  of  the  field  from  the  standpoint  of  fixing 
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present  value  for  the  rate-hase  because  if  this  pipe  line 
system  were  disassociated  from  an  active  oil  field  it 
would  only  have  salvage  value. 

A  number  of  experts  were  called  to  assist  us  in 
arriving  at  a  proper  estimate  of  the  life  of  the  fieldj 
The  first  witness  was  Dr.  Boatright,  a  Petroleum  and  Natural 
Gas  Engineer  of  Houston,  Texas,  called  by  Oommission  Counsel, 
who  estimated  the  life  of  the  field  with  a  throughput  of  five 
and  a  half  million  barrels  of  oil  per  year  at  thirty-one 
years.  The  next  witness  was  Dr.  Link,  Chief  Geologist,  in 
■yes tern  Canada  for  the  Carrier  companies,  who  left  the 
impression  v/ith  us  from  the  evidence  which  he  first  gave, 
that  the  life  of  the  field  could  not  be  confidently  predicted 
to  be  longer  than  two  or  three  years. 

Such  a  difference  of  opinion  very  naturally  aroused 
public  interest  and  in  particular  the  interest  of  those  whose 
money  had  been  invested  in  drilling  operations  in  the  Turner 
Valley  field  as  well  as  those  who  were  contemplating  further 
development  ventures  and  had  still  to  attract  capital  in 
order  to  finance  them.  In  the  result,  application  for  delay 
was  made  to  us  in  order  that  experts  might  be  brought  from 
outside  points  to  examine  into  the  question  of  the  li"e  of 
the  field  and  to  give  to  the  c''iiimission  the  benefit  of  their 
opinions  with  respect  tharetc.  7e  thought  that  it  was  in 
the  public  interest  to  grant  the  application  for  an  adjourn¬ 
ment  not  only  in  order  that  we  might  be  better  informed  but 
also  in  order  that  a  general  belief  that  the  Turner  Valley 
Oil  field  v/ould  cease  to  be  an  oil  producing  area  within  a 
very  short  time,  should  not  be  fostered  unless  it  were  fully 
established  that  this  ’.vas  the  fact.  Any  such  belief  would, 
of  course,  put  an  end  to  development  v/ith  money  that  the  public 
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would  be  asked  to  subscribe.  It  would  have  led  to  tte 
financial  destruction  of  companies  in  operation  that  were 
not  fully  financed  and  it  would  have  permitted  of  a  strong 
corporation  or  corporations  taking  over  the  whole  field 
at  sacrifice  prices  if  they  v/ere  of  the  opinion  that  the 
prospects  for  the  Turner  Valley  oil  field  were  brighter 
than  Dr.  Link^s  evidence  as  first  given,  would  seem  to 
indicate. 

It  is,  we  think,  proper  to  say  at  this  point  that 
after  other  experts  had  given  their  evidence  ,  Dr.  Link  was 
recalled  and  given  an  opportunity  of  clarifying  his  position. 
\Ve  quote  from  his  evidence  to  show  exactly  what  he  intended 
to  have  us  accept  as  his  true  position,  "le  quote  as  follows 
THE  GKAIRI'-ihN:  Dr.  Link,  when  your  counsel 

intervened  in  the  course  of  some  observations  by 
Mr.  Frawley,  to  state  what  he  appreciated  to  be  the 

effect  of  your  evidence  ........  . 

. the  impression  he  sought  to  leave 

to  the  Comi'iission  and  I  wish  you  to  verify  it  if  it 
be  so,  was  that  the  effect  to  be  given  to  your 
evidence  was  that  in  your  opinion  the  field  had  a  life 
of  two  years  certain,  probably  three  years,  but-  that 
there  were  some  ten  thousand  acres  that  you  did  not 
take  into  account  in  expressing  that  opinion  which 
might  or  might  not  prove  to  be  productive  in  the 
matter  of  oil? 

A  That  is  exactly  the  impression  I  want  to  leave. 

Q  I  just  wanted  this  to  be  very  clear  that  we  under¬ 
stood  that? 

A  Yes. 
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•’Q  So  that  in  your  opinion  the  life  of  this  field  may 
or  may  not  be  greatly  in  excess  of  three  years? 

A  Ye  s . 

C  LI?S1:TT:  on  that.,  Dr.  Link,  I  think 

your  lest  figures  were  that  there  was  a  passible 
crude  area  of  17,187  acres? 

A  Yes. 

Q  Of  which  3., 623  acres  were  proven? 

^  ^'ere  proven  and  that  310  were  proven  dry. 

Q  Yes? 

A  Yes,  and  you  might  add  a  rider  to  that . 

Q.  That  makes  a  figure  requiring  consideration  of  aboat 

13 ,000  a  cresv 

A  Yes. 

Q  Instead  of  10,000'r- 

A  That  is  it  exactly. 

THC  CIUIRM^N:  I  understand." 

In  arriving  at  your  figure  for  reserves,  in  other 
words  your  evidence  vas  primarily  given  \‘ith  respect 
to  the  geology? 

A  Yes . 

Q  ^nd  was  merely  a  first  approximation  as  far  as  the 

oil  reserves  underlying  th:.  t  aoreat^e  was  concerned? 

A  YaSf  ’/hile  I  am  on  mY  feet  if  .1  might  summarise  again 
what  I  would  Like  the  CoriLmission  to  understand  is  my 
evidence#  My  evidence  amounts  to  this;  on  the .basis 
of  very  intensive  study  of  the  limestone  cuttings 
of  the  porous  zone  I  arrived  at  the  conclusion  that 
any  estimate  with  respect  to  the  Turner  Valley 
reserves  based  on  the  porosity  method* is  absolutely 
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worthless  and  as  a  first  ax^proxinia tlon  of  v-hat  might 
happen  I  gave  the  decline  curve  of  the  four  longest 
life  wells  in  the  actual  oil  area  and  from  there  on 
I  recomriended  that  an  engineer  carry  on  and  investigate 
thoroughly  all  the  veils  and  give  his  estimate,  v;hich 
Mr.  Davies  did.  Now  th-t  is  really  all  I  intended  to 
convey  to  this  ConiLiission. 

Q  THE  CHhlPiI.EiN:  You  did  express  some  opinion 

as  to  the  probable  life  of  the  field,  which  you  have 
now  explained 

A  Yes. 

Q  Mith  regard  to  the  13,0;^0  acres  which  may  or  juay 

not  produce  oil? 

A  Yes, 

Q  Is  it  to  be  thought  th- t  a  geologist  or  engineer  or 

one  v;ho  is  both,  or  two  people  concerned  with  their 
respective  branches? 

A  Yes. 

Q  Cannot  express  an  opinion  v;ith  regard  to  the  15^000 

acres,  an  intelligent  opinion  on  it,  as  a  professional 
man  >vould  give? 

A  1  ^'ould  prefer  that  a  nan  older  than  myself,  having 

seen  actually  other  fields,  possibly  similar,  would 

give  his  opinion  rather  than  accept  mine.  I  am  only 
speaking  of  v. ha  t  I  know  of  Turner  Valley,  I  have  read 
about  others  and  there  are  graphs  of  others  available 
showing  the  decline  in  them  which  if  you  v'ish  can  be 
submitted,  but  as  far  as  my  experience  is  concerned, 

I  have  only  dealt  with  one  limestone  field  and  I  am 
very  reluctant  to  make  an  estimate  of  these  possible 
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ajJeab  or  this  possible  hbre&ge^  or  that  possible 
ebrehgo I ” 

Dr.  Boatright’s  nethods  of  estiuiatijog  the  xeaerves 
in  the  Turner  Valley  oil  field  were  in  the  gas  zone  what  he 
deaoribeB  as  the  pressure  drop  net  hod*  This  raethod  was  used 
because, as  to  the  gas  horizon^  reco rds  were  inoomplete  and  there 
was  insufficient  porosity  data  upon  which  to  proceed  with  the 
porosity  method,  which  he  used  in  estimating  the  reserves  in 
the  oil  area.  The  porosity  method  which  he  adopted  for  the 
oil  area  is  a  volumetric  method  under  which  an  estimate  is 
made  as  to  the  total  volume  of  the  porosity  underlying  the  field, 
as  to  the  oil  content  of  thnt  porosity  and  as  to  the  recover¬ 
ability  of  the  oil. 

Dr.  Link’s  evidence  was  that  of  a  geologist,  is  he 
has  pointed  out  in  the  ovidence  quoted,  it  was  intended  that 
his  evidence  should  bo  supplemented  by  the  evidence  of  l»r. 

Davies.  kr.  Davies  is  a  Petroleum  Engineer  of  Calgary.^ 
ilberta,  called  by  the  Carrier  companies.  Like  Dr.  Link  he 
rejects  the  porosity  method  of  estimating  reserves  in  this 
field  and  comes  to  his  conclusions  on  the  bottom-hole  pressure 
decline  met  hod ,  stressing  the  increase  in  the  gas-oil  ratio  with 
bottom  hole  pressure  decline. 

Mr.  Gill  is  a  Petroleum  Engineer  of  Houston,  Texas, 
called  by  the  Anglo-Qanadian  Oil  Company.  His  lethod  of 
estimating  reserves  is  based  on  the  decline  of  the  rate  of 
production.  Is  to  his  use  of  production  decline  curves,  Mr. 

Gill  says:- 

”  jrt  decline  curve  is  not  something  at  vvhicb  a  man. 
can  look  and  say  ’This  well  is  going  off  awfully 
fast,  and  we  are  sure  that  it  will  only  last  another 
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year  or  It  is  rather  a  method  or  law  providing 

an  adei^uate  m.;.  thematic  a  1  oarre  which  can  he  extcapolated 
mat hhniat  ioa ily  into  futiirh  yoars,  with  a  great  deal  of” 
certainty >  Bach  extrapolation  or  decline  ol  curvea 
where  proper  data  are  available,  are  unquestionably 
the  beat  methods  of  predicting  the  future  production 
from  oil  wells,  since  they  tie  in  to  all  of  the  factore 
which  cause  production  and  recovery. 

ilr.  G-ill  criticizes  Hr.  Davies’  use  of  a  decline  of 
preasure  as  a  fundamental  factor  in  coming  to  his  oonoluaion 
on  the  ground  that  there  is  not  sufficient  knowledge  as  yet  as 
to  the  performance  of  pressures  in  burner  Valley  to  justify 
a  method  involving  this  c  onsiderat  ion*  Hr.  Gill  elsao  has 
criticized  Dr.  Boatright’s  porosity  method,  pointing  out 

I 

that  Dr.  Boatright  only  had  the  opportunity  of  examining  the 
core  from  one  well.,  and  that  the  examination  cf  cuttings 
is  not  a  sat  isf  actor  y  mean  a  cf  es  t  imat  ing  porosity. 

Mr.  Shaw,  a  ^Petroleum  Engineer  of  San  Antonio  Texas, 
a  witness  called  by  t  ho  *Anglo-<ianadlan  Oil  Company  Said  that 
he  was  not  satisfied  with  the  porosity  method  without  a 
Bufflcl^t  number  of  cores  being  taken  from  wells  scattered 
around  the  field  to  permit  of  satisfactory  averages  for  porpsity 
and  permeability  to  be  made.  He  was  of  the  opinion  that  bottom 
hole  samples  of  the  fluid  should  be  obtained  and  that  more  evidence 
of  the  relationship  between  the  quantities  cf  oil  and  gas  as 
they  exist  in  the  reservoir  v;as  necessary.  He  was  of  the 
further  opinion  that  mere  bottom  hole  pressures  should  -be  taken 
over  a  long  enough  time  to  permit  of  an  engineer  ascertaining 
the  pressure  in  the  reservoir  Burround.ing  the  well  after 
equilibrium  had  been  established.  His  estimate  is  based 
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upon  the  applioation  of  hie  knowledge  and  experience  to 
the  appearance  of  the  field,  and  the  perforuance  of  the 
wellB  and  upon  what  he  deaoribes  as  "generalized  views  of 
porosity  and  so  fortn*" 

Ivir.  Denssen,  an  independent  Ccnaulting  Geologist 
from  Houston,  Texas,,  called  by  the  Carrior  conpanies  says  that 
the  decline  curve  method  adopted  by  Ivir.  Gill  is  Commonly  used, 
that  decline  curves  are  really  an  actual  plotting  of  the 
behaviour  of  the  well,  but  that  this  method  i s  of  little  value 
when  there  is  no  accurate  data,  and  there  has  been, as  ih  this 
field,  aoidization  of  wells  and  pro-ration  by  a  Conservation 
Board.  He  points  out  that  there  is  a  latitude  for  discretion 
in  interpretation  and  in  finding  how  the  dealine  curve  should 
be  constructed  and  extended-.  As  evidence  of  this  room  for 
difference  cf  opinion,  according  t  c  t  he  interpretation  used, 
he  points  to  Dr.  Link^s  ^nt icipat ed  recovery  from  the  present 
producing  area  of  seven  thousand  barrels  per  acre  as  against 
ivjr.  Gill^s  conception  of  20,000  barrels  per  acre,  both  using 
the  decline  curve  method.  Dr«  Link^s  figures  indicating  an  ex¬ 
haustion  of  oil  of  66^0  and  Ir .  Gill  using  the  same  method 
in  his  interpretation  of  decline  comes  out  with  an  exhaustion 
of  8^0,  ^s  to  tho  porosity  method,  liro  Deussen  thinks  that 
it  is  not  now  commonly  used,  and  certainly  should  not  be  used 
in  the  Turner  Valley  field,  ilr.  Deussen  is  of  the  opinion 
that  there  must  be  a  long  background  of  experience  and 
history  to  support  accurate  estimates.  He  has  told  us 
that  his  criticism  of  the  methods  adopted  by  other  experts 
is  only  for  our  enlight enment  o  The  opinion  which  he 
affirmatively  advances  is,  he  says,  founded  upon  tho  kno’wlodge 
which  he  has  acquired  of  the  past  production  of  the  field  in 
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those  places  in  which  drilling  has  taicen  place  plus  his 
geological  instinct  as  to  what  will  happen  in  the  future* 

We  quote  from  hr c  Deussen’s  evidence  as  follows:- 

”0,  THE  CHAIRlvHU'I:  Mr.  Deussen,  1  just  want  to 

* 

he  clear,  you  have  discussed  for  purposes  of  enlightening 
the  Commission? 

A  Yes  o 

0,  The  investigations  made  by  other  engineers  and 
geologists  and  the  data  vliich  they  have  provided 
for  your  consideration? 

A  Yea. 

0^  ^nd  you  have  given  your  reasons  for  bringing  what 
they  have  said  to  our  notice? 

A  Yea. 

Q  But  basically,  if  I  apprehend  what  your  evidence 
means,  basically  you  found  your  opinion  to  us  upon 
the  past  production  of  the  field  in  the  proven  area 
plus  youx  geological  instinct  as  to  what  will  happen 
in  the  future? 

A  jibsolutely,  r-iro  Chairman.” 

Mr«  Hill,  the  Engineer  called  by  tho  Carriers  to  estah 
lish  the  value  of  the  system,  expresses  no  opinion  as  to  the 
life  of  the  field.  I  quote  from  his  report  as  follows:- 

”  The  Engineers  express  no  opinion  as  to  the  probable 
life  of  the  Turner  Valley  Oil  field*  This  field  has  been  - 
a  substantial  producer  of  crude  oil  only  for  the  last 
two-  years.  Its  development  is  probably  only  partially 
completed  and  it  may  become  a  field  of  major  importance. 

The  life  of  this  field  depends  on  many  factors  unknown 
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and  unpredictable  at  this  tine,  such  as  its  extent 
and  productivity,  the  annual  demand  upon  it,  methods 
of  production  and  the  cost  of  recovering  the  oil  as 
compared  with  costs  of  other  crudes  which  may  become 
competitive . 

Vfhat  we  have  said  and  v/hat  we  have  quoted  serve  to 
show  that  there  has  been  a  most  striking  difference  of 
opinion  amongst  the  experts  called  before  us  as  to  the 
method  of  measuring  oil  reserves. 

Turning  now  to  their  conclusions  Mr.  Davies  finds 
that  a  proper  estimate  for  the  proven  area  is  35,000,000 
barrels  of  which  some  8,000,000  barrels  has  been  withdrawn. 
In  what  ilr.  Davies  calls  the  possible  area  he  finds  that 
there  are  some  13,000  acres  7/hich  he  thinks  will  be  pro¬ 
ductive  to  the  extent  of  about  6800  barrels  per  acre  on 
the  average.  This  provides  a  reserve  of  105,000,000  barrels 
which  at  a  rc^te  of  withdrawal  of  5,000,000  barrels  a  year 
would  give  exactly  '31  years  as  the  life  of  the  field.  At 
the  rate  of  withdrawal  based  on  the  experience  of  1938, 
which  your  Commissioners  are  disposed  to  accept  of 
6,000,000  barrels  a  year,  the  life  of  the  field  according 
to  llr.  Davies^  reasoning  would  be  17,5  years. 

It  is  to  be  noticed  that  the  other  expert  witnesses 
were  asked  to  assume  a  pipe  line  throughput  of  5^  million 
barrels  per  year  in  estimating  the  life  of  the  field.  This 
was  done  upon  the  erroneous  assumption  that  this  was  the 
throughput  for  the  year  1938,  whereas  it  in  fact  was 
something  over  6,000,000  barrels. 

Mr.  Shaw  v/as  careful  to  avoid  tying  himself  down 
to  any  given  number  of  years,  but  he  says  that  on  a  basis 
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of  a  withdrawal  of  five  and  a  half  million  barrels  per 
year  he  would  estimate  the  life  of  the  field  with  the 
certainty  necessary  to  recommend  the  investment  of  money 
by  a  Banker  as  being  from  22  to  36  years. 

Ve  think  it  not  unimportant  to  quote  Mr.  Shawls 
final  statement  as  given  in  evidence:  - 

”Q  Mr*  Shav;,  you  are  the  same  Mr.  Shaw  who  testified 
yesterday? 

A  Yes . 

Q  Add  are  still  under  oath  of  course? 

A  Yes . 

Q  In  your  estimates  yesterday  you  gave  a  figure  of 
from  22  to  36  years  as  being  the  probable  life 
of  the  field? 

A  Yes. 

Q.  And  I  oust  want  to  ask  you  one  question  with 
regard  to  that  life,  that  miniraum  fi  ure  of  22 
to  36  years  represents  the  figure  upon  which 
you  would  base  a  financial  investment,  is  that 
not  correct? 

A  That  is  correct. 

Q  In  other  words  were  a  Banker  to  contemplate  putting 
money  into  the  Turner  Valley  field  you  v/ould 
recommend  that  i  t  be  placed  upon  the  basis  of  from 
22  to  35  years? 

A  That  is  correct,  on  the  basis  of  5  and  a  half 
million  barrels  v/ithdrawal  per  year. 

Q  That  is  right,  thank  you,” 

Mr.  Gill^s  conclusions  as  to  oil  reserves  may  be 
succinctly  stc, ted  in  his  own  words.  "Te  quote  from  his 
evidence  the  following:- 
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"  Those  estimates  then  are  110,000,000  barrels 
for  the  proven  part  of  the  field,  and  75,0 '0,000 
barrels  for  the  probable  area  and  30,000,000 
barrels  for  the  possible  area,  or. a  total  of  215,000,000 
barrels,  which  I  consider  an  extremely  reasonable, 
minimum  anticipation  of  total  recovery  of  oil  from 
the  field.  Now  there  have  been  some  8,000,000  barrels 
produced  to  date  and  I  therefore  subtract  that  and 
stato  as  my  very  fir'',  opinion  that  you  may  safely, 
conservatively  and  reasonably  expect  to  recover  not 
less  than  200,000,000  barrels  of  oil  from  the  oil 
zones  in  the  Turner  Valley  field  ” 

At  a  rate  of  withdrawal  of  five  and  a  half  million 
barrels  per  year, which  was  the  rate  of  withdrawal  put  to  the 
witness,  he  gave  a  life  of  the  field  of  36  years  and  added 
that  he  was  'r^novm.  as  a  Banker '^s  appraiser  and  if  he  were 
estimating  the  dollar  value  on  that  reserve  he  v/ould  not 
knock  an^''thing  off  the  estimated  reserve.  I'r.  Gill’s  two 
hundred  million  barrel  reserve  if  withdrawn  at  the  rate  of 
6,000,000  barrels  a  year,  would  give  a  life  to  the  field 
of  33-1/3  years  . 

Mr.  Be us  sen’s  conclusion  put  in  his  own  words  is  as 
follows:  - 

”  The  total  indicated  remaining  reserves  in  this 
field  are,  according  to  my  best  judgment,  122,388,027 
barrels,  which  at  the  rate  of  your  present  production, 
15,000  barrels  a  day,  represents  22.3  years  of  life 
for  this  field  at  the  present  rate  of  production, 
and  that,  Mr.  Chairman  and  Mr.  Commissioner, 
concludes  my  testimony.” 

Applying  the  rate  of  withdrawal  which  we  think 
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sound  of  6,0^0,000  barrels  a  year,  Mr.  Deussen's  life 
of  the  field  would  be  20.3  years. 

It  is  to  be  noted  that  Mr-  fcussen  took  9,000 
acres  as  his  probable  or  possible  acreage  instead  of  the 
13,000  acres  used  by  Mr.  Davies  and  accepted  by  Dr.  Link. 

It  is  not  clear  as  to  whether  this  is  merely  a  slip  or  as 
to  whether  he  intended  to  diff^--r  with  the  other  two  wit¬ 
nesses  called  on  behalf  of  the  Carriers  as  to  this,  so 
we  merely  mention  the  discrepancy. 

The  evidence  of  Ir.  Boatright  was  that  assuming  a 
throughput  of  6,000,000  barrels  a  year  instead  of  the  through-¬ 
put  first  given  to  him,  and  assuming  against  himself  that 
his  figures  do  not  represent  an  accuracy  of  over  70^  and 
assuming  that  the  benefit  of  the  possibility  of . error  would 
be  given  to  the  Carrier  Companies,  he  finds  that  the  life 
of  the  field  is  approximately  19  years  or  to  be  exact 
18.9  years. 

After  all  expert  testimony  had  been  given  Dr. 

Boatright  was  recalled.  Me  propose  to  quote  from  his 
evidence  which  is  in  the  nature  of  a  reply,  not  because  in 
that  way  we  wish  to  adopt  all  of  his  criticisms  or  to  seem 
to  give  the  stamp  of  our  entire  approval  to  the  application 
of  his  porosity  ne  thod  as  opposed  to  the  other  methods  used 
by  other  expert  witnesses,  but  rather  with  a  view  to  bring¬ 
ing  out  in  language  more  apt  than  we  might  employ  the 
technique  of  the  application  of  the  various  methods 
adopted  by  the  witnesses  in  estimating  the  life  of  the 
field;  we  quote  Dr.  Boatright ^s  evidence  for  further 
reasons,  firstly  to  emphasise  that  in  coming  to  his  final 
conclusion  he  allowed  30^^  for  error  in  favour  of  the  Carrier 
Companies;  secondly  to  make  clear  that  he  adopted  the  porosity 
method  only  after  making  estimates  based  upon  all  other 


-47- 


methods  referred  to  in  the  evidence  of  other  witnesses  and 
thirdly  to  shov;  that  ho  came  to  the  conclusion  that  the 
porosity  method  should  be  adopted,  not  only  because  in  his 
view  it  v;as  the  most  suitable,  but  also  because  it  v^rked 
out  as  the  most  conservative  way  of  estimating  the  life  of 
the  field. 

Dr.  Boatright's  evidence  in  reply  is  as  follf^ws:- 
"Q  Dr,  Boatright,  you  are  still  under  oath?  i 

A  Yes . 

Q  And  you  are  being  called  by  way  of  reply? 

A  Yes. 

Q  I  want  to  direct  your  attention  to  one  or  two  matters 
and  invite  your  comment  upon  them.  I  think  it  is  a 
fact  that  Dr.  Link  and  Mr^  Gill  and  •  Deussen, 
commented  upon  your  viev;s,  I  mean  your  use  of  the 
porosity  method  of  determinirig  reserves,  that  is  so, 
is  it  not? 

A  That  is  correct. 

Q,  And  is  it  truo  that  basically  y''ur  method  was  the 
porosity  method? 

A  That  is  correct,  | 

Q  Then,  Dr.  Boatright,  will  you  make  such  comment  as  I 

you  think  is  pertinenl  upon  those  remarks  7/hich  have 
been  made  by  the  people  upon  y'^'ur  method? 

A  Because  of  the  conditions  prevailing  in  the  Turner 

Valley  field  and  after  an  analysis  of  those  conditior^ 
prior  to  making  my  original  estimates  of  the  oil 
reserves  in  the  Turner  Valley  field  it  seemed  to  me 
that  any  estimates  made  upon  a  conservative  basis  must 
of  necessity  include  as  great  a  number  of  wells  as 
possible.  It  has  been  admitted  throughout  the  testimony  in 
this  case  that  the  field  is  spotted;  that  it  is  a  limestone 

I 
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and  that  It  has  peculiurit iss  ivhich  are  not 

t 

”ooinrM»nly  found  in  other  fields.  The  various  nsthods 
"\Thich  have  been  presented  here  by  the  dlffei-ent  engineers 
’^were  all  considered  prior  to  the  tj.mo  I  decide'-  to  make 
'^iny  estimate  upon  the  basis  of  -'ooity ,  Mr.  Gill,  in 

r 

''his  discussion  di^^eussed  the  various  m--thcd3  of  estima- 

< 

^'ting  reserves  and  analyzed  them*  I  did  the  same  thing 
"prior  to  making  cr  prior  tc  basing  m.y  estimate  upon 
"the  porosity  rtethod  In  the  case  of  the  various  types 
"of  methodic,  the;'  production  decline  curves  I  believe 
"v/ers  used  by  bin.  Link  and  ky  I.Ir.  Gill. 

”  I  believe  that  t..»  evidence  brought  out  in  tiiis 

"case  establisnsd  that  thm  link  arrived  at  a  field  life 
"of  something  like  2  or  3  years  and  tliat  ;h'-  Gill  arrived 
"at  a  field  life  of  something  ov-.r  35  yeuT's.  I  believe 
"th-at  had  Link’s  e.stimat'HS  beeji  based' u.poii  his  so- 

" 0 al  1  ed  * pr o n ab  1  e ’  acreage,  t a t  h i s  e s t i mate  v*o it  1  d  h av e 
"been  somewhere  in  the  neighbourhood  of  25  yeers*  That 
"gives  a  discrepancy  of  around  70%.  l-Don  the  basis  ol* 
"the  individual  application  of  the  decline  ourvv;s  by 
•different  men,  taking  into  consid.Bratioii  what  they 
"tho.ight  was  necessary  Insofar  as  the  field  'a  ocuicepned^ 
"in  those  estimates,  I-Ii-o  Link,  I  believe,  used  4  wells 
"and  Hr.  Gill,  I  believe,  usefi  some t'hinr  in  t-he  neighbour- 
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IV 


fiv.  Gil3. ’s  /.'Oils  '.I ere  chosen  -core  cisre  insofar 


”as  their  position  on  the  structure  is  ooaocrned.  iio’/rovorj 
^the  fact  remains  that  there  wus  a  discrepancy  of  same 
^60  or  70  per  cent  het'/'ean  their  t'-o  figures.  Applying 
*the  two  methods,  hovveyer,  t<*  the  figure  'vhioh  I  used, 

’^Mr.  Oill’^a  estimate  of  36  yerrs  and  I'r.  Link^s  estimato  of 
®'25  years  "based  on. his  'possible'  acreage  would  have  given 
’'a  figure  fairly  /ilose  to  the  31  years  given,  give  an 
’^averr.ge  figure  fairly  «l'^se  to  the  figure  31  years  which 
dehived  by  u^mg  the  porosity  nr.  thod. 

In  tr/e  case  of  t;  e  gas-oil  ratios  and  the  bottom  hole 
"piessures  v/jgfioh  were  used  by  ;lr.  havies,  that  metriod  was  also 
'’considered^  I  believo  it  was  developed  during  the  testimony 
"that  bottoit  hole  pressures  in  the  first  place  ho.ve  been 
"accurately  'obtained  only  during  a.  relatively  short  timo  arA  tlij 
"basic  figures  which  h-d  to  be  used  in  using  that  method 
"were  estim.utc'J  or  had  to  be  estimated  as  to  the  life  of 
"the  productive  period  assumed.  Furthermore,  it  was 
"brought  out  during  the  testimony  that  gas-oil  na.ti<>9 
"are  a  function  of  bottom  hole  pressures  and  at  th^ 

"particular  time  the.t  those  ourve-^  wjsre  used  the  bottojia  hole 
"pressures  were  in  a  st^tc  of  flux  and^  therefore,  were 
"unreliable.  The  gas-oil  ratios  tiiernselves  are  functions 
"of  tiio  rate  of  production  at  ^'hiich  tne  various  "ve  Is  ai-e 
"producing  and  there  was  little  or  no  info.rmatlnn  available 
"concerning  tiiose  ratios  or  tae  relations  between  the  gas- 
"oi'J  ratios  and  t  .ose  ratios.  Ihm  Shaw  cund  *1^  Deussen 
"based  their  estimates  primarily  upon  th*'.ir  experience, 

’'Both  production  arrd  decline  curves,  g/is-oil  ratios  aijd 
'‘bottom  hole  pressures  and  two  other  at  least  di  splacemejit 


I 


”methQds  v/ere  investigated  "by  irg  'bef'^re  deeiditig  to  uso  the 
"pnr-^sity  I’tithod.  Adnittedly  the  porosity  method  has  drev’- 
''oacks,  as  n^.d  all  of  the  otiiers  and  it  'vas  my  estimation, 

’'and  it  still  is  my  estimation,  that  the  p^r*sity  rnetnod  for 
"Turner  Valley  under  present  conditions  offers  a  reasonable 
"basis  for  estimating  reserves  and  is  extremely  conservativo. 
"All  of  the  other  met^iods  can  be  interpreted  to  give  results 

I  ^ 

"much  higher  than  those  vniicli  I  have  obt  ined  by  using  porosity. 
"I  used  the  porosity,  ^vhich  of  Coj.rse  was  derived  fr»%m 
"information  furnished  me  by  'Iim  jAhnny  Owre  in  the  Government 
"offices.  As  support  f-^r  the  information  yhich  he  derives. 

"v/e  have  only  one  core  in  the  field.  Soy  Hill  Mo.  1. 

"however,  in  that  'particular  core,  wiiioh  iiic ic eatally 
"I  believe  only  included  tne  lo'^er  porous  rone,  a  figure 
"in  excess  of  the  one  I  usei  v/^s  oht-uned  for  the  total 

space  as  has  been  developed  hejr\‘^ ,  ahercas  there  are 
"two  porous  zones.  On  that  factor  alone  the  figure  of  an 
"0  foot  void  space  which  I  assumei  based  upon  my  study 
'.t'df  tnese  porosity  determinations  provided  at  least  a 
"safety  factor  of  a ppro>nimately  50'}o  on  the  basis  of  the 
"only  actual  core  in  the  field.  Based  ueon  that  oorosity 
"metnod  then  I  arrived  at  my  reserve  figuv-e  of  17,000 
"barrels  per  -‘:.cre  and  I  still  tnind  th  that  was  a  very 
"good  figui’Go  I  might  compare  th--  b  figure  with  the 
"figures  v/hicii  have  b-.eii  iven  by  other  experts  ner'^c 
"Mr.  Gill  estimated  20,000  'V'-.rr-els  acre  for  .lis  so- 
"called  ^proven'  area  w'ii  i.cii  included,.  I  b-oli -rv-:- ,  some 
"5500  acres.  Ke  estimated  nis  *nroba’nl e  '  acreage  at 

^  > 

"7500  acres  and  on  the  basis^  of  nis  expei'lence  lie  said  that 
"the  cha.  ce  v;as  50‘^v  and  therefore  cut  tne  20  ,iM>0  barrels 
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”per  acre  to  10,000  barr^-ls  r.er  'iC’-s  lO)]'  tliMt  are.^L.  He 

"took  the  ’ 'possible  area  oOOO  acres  ana  sail  that  the 

"chance  there  '//as  25;j,  again  hnsed  upon  ils  oxacrience 

"with  fields  of  this  typo  or  si -tilar  tvpes  and  arrived 

"at  a  figui-e  of  5000  la.rrels  .-er-  ae-;e.  Aver.-.giiig  these 

’^up  purely  arithmetically  and  no  t  ni-cf  3  rrr-i.l y  on  the 

"acreage  involved  it  sno  s  that  his  r/orage  o.-'tincte  v/as 

"somewhere  in  the  neighbourhood  of  15,000  Parrels  per 

"acre  over  an  area  of  about  19,r)00  acres  as  cc-soUj-^ed  with 

"the  10,000  acres  wii  :ch  I  assumed  in  my  estimate  and  in  th='. 

"10,000  7/h.ich  T  assumed  I  used  a  ^iguvf'  of  17,00u  barrels 

"per  acre.  Mr.  lieussen  ass  im.ed  a  01.-111*0  of  10,0..'0  barrels 

"per  acre  throughout.  Mr.  Shaw  gave  figures  of  frem  15 

"to  20,000  oai-rels  per  acre  over  t ‘.e  '■i-cven  and  ''ossibl^ 

"ai‘eas.  Ke  assiuiied  ti.e  proven  arc.-.s  to  be  tween  3  and 

"4,000  ac.re3  and  thy  prob-uble  bet'/e-’U  i.OOO  and  10,000 

^'acres  in  addition  to  the  proven  are...  la  T.ink  esed  a 

"figure  I  believe  cf  7300  barrels  -isr  acee  and  of  course 

"only  calculated  nis  reserves  in  t:'-.  :  I'cveu  area,  which  I 

"believ®  he  as  inned  to  be  3£23  lores.  other  words,  '  the 

*  . 

"figur®  of  17,000  barrels  .'-e  acT*e  ■.vn  Ich  I  arrived  at  by 

*4,  •  . 

"the  porosity  met..cd  ranges  pi-efcty  well  on  the  average 
"betY/o®ii,.  the  various  estimates  wnich  have  been  presentod. 

"by  tha  other  experts  v;ho  h-LVP  testified. 

"  In  corineotio^i  mlth  the  acreage  ■"I'.lch  T  assumc-d  and.; 

"with  an  analysis  of- Mr.  Link  and  V.r .  Davi-s  •"ho  only 
"calculated  actually  proven  reserves,  my  figure  of  10,00'.'  o' 
"acres  of  ‘Mprobable’  reserves  ;S  less  than  any  ot‘  the  cthedy 
"estimates  'f'uich  -wore  made  .  er-e.  Compa-’ing  tim  life  cf  the* 
"field  w'nloh  I  arrived  at  by  deter'iining  tue  2-e serves  on 


-52- 


”  the  basis  of  the  porosity  method,  I  determined  a  life  of, 
a  probable  or  a  sure  life  of  31  years.  That  compares  v;ith 
an  average  of  approximately  20  years,  if  v?e  take  Mr.Gill^s, 
Mr,  Deussen^s  and  I.ir.Ghav’s  and  my  estimate  together.  In 
other  Y^ords  it  seems  to  me  that  the  porosity  method  insofar 
as  the  testimony  here  brought  out  is  concerned  has  been 
ultra-conservative , 

Q  j^nd  you  are  quits  v^^illing  to  adhere  to  that  in  making  your 
final  submission? 

A  1  am. 

Q.  Do  you  attach  any  significance  to  the  fact  thot  ilr.  Deussen 
omitted  from  the  Yvells  v'hich  he  used  the  North  v-ells? 

A  Yes.  Mr. Deussen ’s  figures  v;ere  based  first  upon  assuming 

20^3,  Vfhich  Y'’a  s  purely  a  figure  derived  from  his  experience, 

with  no  foundation  in  the  facts  of  the  Turner  Valley  field; 

using  ths  t  figure  and  the  production  from  a  certain  number 

of  veils  in  the  South  end  of  the  field  he  determined  what 

the  average  production  per  v/ell  v/ould  be,  regardless  of  the 

well  spacing*  Then  in  arriving  at  the  production  per  acre 

\ 

he  took  the  totrl  area.-,  total  productive  area  or  proven 
area  of  Mr.  Link,  excluded  therefrom  the  dry  hole  areas  of 
approximately  310  acres,  or  used  in  other  v;ords  a  total 
figure  of  3623  acres,  and  divided  the  recovery,  the  total 
recovery  to  be  expected  from  the  number  of  v/ells  in  the 

South  end  of  the  field,  v’hich  I  believe  were  63,  and 

arrived  at  a  figure  of  10,000  barrels  per  acre.  Had  he 
used  the  v;ell  spacing  in  effect  in  the  South  end  of  the 

field,  of  some  40  acres,  and  as  a  matter  of  fact  in  the  South 

end  of  the  field  it  is  not  reasonable  to  assume  that  the 
v^ells  drain  40  acres  because  of  the  fact  that  in  a  great  • 
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"  deal  of  that  area,  -  the  average  well  spe:Cing  for  the 

v/hole  proven  area  on  the  basis  of  the  40  acres  allottment 
which  is  given  by  the  Conservation  Board,  averages  36 
acres  to  the  well,  -  using  the  figure  hovever  of  40  acres 
per  V’ell,  if  that  has  been  used  against  these  63  v-ells 
it  Would  have  resulted  in  Mr.Deussen’s  figure  being 
approximately  24 , 000  barrels  per  acre,  instead  of 
the  10,000  which  he  used,  and  I  feel  that  even  although 
his  methods  were  sound  insofar  as  his  procedure  ''.“'ss 
concerned,  his  figure  of  10,000  barrels  p  r  acre  would  be 
erroneous  because  of  the  fact  that  he  included  areas 
in  the  North  end  of  the  field  in  his  acreage  which  were 
not  included  in  his  reserve  figure,  or  his  actual  production 
per  well  figures  or  the  average  production  for  the  oouth 
end  of  the  field. 

Q  Now  I  v.’ant  to  ask  you  about  lir.  Deussen’s  figure  of  10 
years  after  having  arrivsa  at  a  figure  of  22  years,  he 
told  the  Commission,  in  answer  to  IJr .  I'olan  that  he  v/ould 
desire  to  reduce  that  to  ten  years,  having  in  mind  the 
advice  v/hich  he  viould  give  to  his  banker  in  putting  money 
into  the  Turner  Valley  field,  v'ha  t  comnent  have  you  to  make 
upon  that  cut  in  his  evidence,  in  his  estimate? 

A  In  my  original  estimate  of  31  years  v;hich  I  believe  is  the 
probable  life  of  the  Turner  Valley  field  and  the  life  at 
the  rate  f  f  15,000  barrels  per  day,  which  the  field  v;iii 
realise,  I  stated  that  for  pipe  line  amortization  purposes 
I  felt  that,  because  of  the  fact  that  estimates  based  upon 
any  of  these  m  thods  were  subject  to  errors  of  a pproxicaa tely 

A 

30^0,  I  felt  tlv  t  in  fairness  to  the  pipe  line  companies  \\q 
should  give  the  benefit  of  that  doubt  and  suggested  a  figure' 
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”  of  3D  years  as  being  the  reasonable  life  for  pipe  line 

purposes;  that  does  not  mean  that  I  do  not  think  that  the 
field  I'-’lll  last  31  years.  I  do«  That  is  ay  estimate  of 
v;hat  the  field  v/ill  actually  produce  as  a  minimua.  HoT-.ever, 
in  viev;  of  the  nature  of  the  fundamental  data  v/hioh  is 
available  at  this  time,  regardless  of  the  n  ;thod  of 
interpretation,  it  is  my  opinion  that  the  accuracy  of 
any  estimate  cannot  be  over  therefore  it  v^as  my 

feeling  that  in  arriving  at  the  life  of  the  field  for 
pipe  line  purposes  that  the  benefit  of  that  doubt  should 
be  given  .and  it  vas  for  that  reason  that  I  v-ould  allov»  a 
period  of  2  0  years  for  pipe  line  purposes.  Mr .  Deussen-*  s 
estimate  of  10  years  vas  a  banker's  estiaiate  and  there  is  a 
great  deal  of  difference  between  that  estiiiate,  or  estimates 
made  for  ba  nkin^;  purposes,  and  estimates  ms.ds  for  other 
purposes.  In  the  first  place  a  bank  must  have  security 
much  in  excess  of  the  value  loaned-.  In  Texas  it  is  common 
for  banks  to  require  from  three  to  six  times  th  :•  probable, 
the  reserve  must  be  from  three  to  si:c  times  the  value  of 
the  money  put  up  by  the  nank. 

Q  Dr.  Boatright,  have  you  had  experience  of  the  kind  you 
are  nov;  speaking  of? 

A  Yas,  I  have. 

Q  Personal  experience? 

A  Yes.  Further,  most  banks  in  general  vash  from  t\^D  to  tliree 
year  pay-outs.  In  other  vords,  the  rate  of  income  must 
be  suf^'iciont  to  pay  out  the  loan  V/ithin  ti-o  or  three 
years.  No^-  that  is  the  type  of  esti ’ate  that  Mr .Deussen 
had  in  mind  vhen  he  said  that  a  ten-yesr  life  \as  all  ixhat 
he  vv’ould  recomi'iend  to  a  bank.  Incidentally,  of  course,  Kr, 


"  ^eussen  did  not  give  any  percentage  figur-  s. 

C  J.r  .  Dr.  Boatright,  have  you  any 

otl^  r  general  concients  to  make  by  v.ay  of  reply  to  the  evidence 
v.ihich  has  been  given  since  you  vere  last  on  the  stand? 

A  No,  I  think  that  is  everything. 

Q  You  think  that  is  all? 

A  I  believe  ihat  is  all. 

TIC  G:iAl2lAVi:  Any  questions? 

I.,:.  IJCCiN:  No,  thank  you,  my  Lord. 

TrC  CrCiriLN:  Have  you  any  intention  of 

calling  this  v^itness  on  any  other  pha  seV 
r. 'fH:;:LYY:  Yes. 

Ml.  FYII'fkTY:  Mr.  Gill  vjould  like  to  have 

the  opportunity  of  asking  Dr»  Boatright  sorae  questions. 

M  .  GILL:  Dr.  Boatright,  there  are  just 

one  or  tv-o  questions  I  would  like  to  ask  you  about, 
concerning  these  estimates,  and  naturally  particularly 
concerning  my  own  estir/Btes.  In  the  first  place,  the  decline 
curves  form  a  definite  mathematical  rule? 

A  That  is  absolutely  correct. 

?  And  a  study  of  the  mathematical  curves,  which  is  the 

integration  of  a  normal  decline  curve,  will  be  a  straight 
section  on  seni-logar ithmic  paper  but  not  on  the  rectangular 
co-ord inates? 

A  That  is  right. 

Q  Might  I  ask  you  this,  in  basing  your  estimates  did  you 
take  into  consideration  the  weighted  average  barrel 
of  oil,  in  arriving  at  your  figurer? 

A  No,  I  did  not. 

I  believe  it  is  11,210  barrels  for  the  total  reserves. 
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•'  and  10,520  barrels  per  acre  for  the  remaining  reserves? 

A  That  is  tthe  v/eighted  figure,  I  believe.  I  did  not  do  that. 
Q  Is  it  then  the  only  ''Ufference  in  the  final  results  between 
my  estimates  and  those  Ir.  Deussen  arrived  at  as  the 
result  of  his  geological  instinct  that  I  took  into  account 
further  developments,  particularly  with  revard  to  Okalta  6, 
Extension  1  and  Home-  Millarville  2,  which  have  taken  place 
since  the  tir.;.e  that  Dr.  Link  estimated  what  would  be  the 
probable  potential  oil  area? 

A  I  am  sorry  I  did  not  knov/  whether  you  were  speaking  of 
Dr.  Link  or  of  Idr.  Deussen. 

9,  Mr.  Deussen  used  part  of  Dr.  Link’s  figures.  Mr,  Link 
stated  seventeen  thousand  and  seme  acres  possible  oil 
territory? 

A  Yes. 

9  I  used  17,000  to  19,000.  Dr.  Deussen  used,  I  believe, 

3623  acres  plus--10,000-acres.. J,a_ not -that  difference  at 
the  present  time  entirely  due  to  the  things  that  have 
c.'^me  to  light  since? 

A  That  is  correct.  Furthermore,  the  difforence  m"^  ght  be 
due  to  the  difference  in  the  wells.  •"^e  measured  the 
average  •'■’ells,  and  Dr.  Link  used  to  a  great  extent  in 
determining  his  figures  gas-cap  wells. 

9  I  thank  you.” 

‘Ve  accept  Dr.  Boatrighf’s  view  that  all  that  has 
been  said  by  Mr.  Deussen  and  Mr.  Kill  about  how  soon  it  is 
desirable  from  the  standpoint  of  a  Banker  or  r.ther  investor 
to  get  back  money  invested  in  a  pipe  line  system  has  no 
bearing  upon  the  life  of  the  field.  If  all  experts  v;ere 
agreed  that  with  a  throughput  of  6,000,000  barrels  per 
year  this  field  had  a  life  of  say  25  years,  it  would 
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not  be  imports nt  to  knov'  that  a  Banker  who  had  lent  noney 
on  the  pipe  line  system  insisted  upon  being  paid  back  in 
three  years. 

Since  the  phase  of  the  evidence  having  to  do  v;ith 
the  life  of  the  field  has  apparently  been  of  great  public 
interest,  it  would  not  be  surprising  if  the  disagreement  amongst 
the  expert  witnesses  has  subjected  thera  to  the  not  unusual 
charge  ag^-inst  experts  that  their  opinions  have  been  made  to 
conform  to  the  requirements  of  their  employers. 

As  to  this  v.-e  think  that  we  should  have  something 
to  say.  It  is  to  bo  remembered  that  experts  do  not  select 
the  position  of  witnesses,  on  the  cuntrary  they  are 
selected  either  by  parties  who  have  an  interest  or  by  their 
counsel.  Now  it  is  to  be  expected  that  the  experts  finally 
selected  by  a  party  in  interest  will  be  an  expert  whose 
opinion  is  in  harmony  with  the  opinion  v^hich  that  party 
desires  to  have  advanced  as  leading  to  a  conclusion  advan¬ 
tageous  to  him.  It  therefore  does  not  at  all  follov'  that 
because  experts  disagree  that  they  are  making  their  opini-.ns 
suit  the  person  is  playing  them  their  fee.  On  the  contrary 

wo  VJould  say  that  this  is  seldom  if  ever  the  case.  In  short, 
it  is  our  view  that  generally  speaking  an  expert  witness  Is^ 
called  by  a  party  because  his  honest  opinion  suits  th purpose 
of  the  party  colling  him,  and  not  because  the  expert  will 
dishonestly  change  his  opinion  to  meet  the  needs  of  the  person 
v;ho  is  re\;8rding  him  for  his  servicesc  ue  think  it  proper  to 
add  v'ith  regard  to  the  very  able  men  who  were  before  us  that 
v^e  have  no  reason  to  think  that  any  one  of  them  vas  not  honest 
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in  the  opinion  which  he  qbvq- 

In  this  Inquiry  we  have  the  goo(5  fortune  to 

have  Commission  Counsel,  '■•'e  have  no  reason  to  think 

that  hi’s  Selection  of  Dr.  Boatright  as  a  v.'itness  was  inspired 

by  ^ny  6ther  thought  than  tn  have  a  very  able  man  give  us 

1 

an  unbiased  opinion.  ho  have  the  statement  of  Dr-  Boatright, 
under  oath,  to  the  effect  that  his  instruction  by  Commission 
Counsel  was  to  proceed  by  v-hatever  method  he  thought  best 
to  make  an  estimate  and  to  give  to  this  Commissicn  an  un¬ 
prejudiced  opinion  as  to  the  life  of  the  field.  The  method 
of  his  selection  and  the  nature  of  his  instruction  might 
induce  us,  if  the  evidence  were  evenly  balanced,  to  accept 
his  view  rather  than  the  views  of  those  who  have  been  called 
to  give  evidence  by  interested  parties  who  doubtless  would 
not  call  them  if  the  evidence  that  they  v»ould  give  would 
not  lead  to  a  desired  result.  But  aside  from  this 

consideration  we  are  disposed  to  accept  pr,  Boatright ^s  con¬ 
clusion  in  the  main,  because  as  we  have  pointed  out  before  adopting 
the  porosity  method  as  a  basis  for  his  conclusion  he  made  his  cal¬ 
culations  based  on  every  other  known  method  and  finally  adopted 
the  porosity  method  not  only  because  he  conceived  it  to  be 
the  soundest  method  to  apply  to  this  field  but  also  because 
on  his  estimated  areas,  which  v;e  are  willing  to  accept,  it 
led  him  to  the  most  conservative  results, 

•'■e  have  already  stated  that  in  our  opinion  the  estimate 
of  a  throughput  of  6,000,000  barrels  per  year  is  a  sound 
estimate  for  the  future.  Accepting  this  estimate  and 
being  even  more  conservative  than  Dr,  Boatright  has  been 
v;e  find  that  the  reserves  of  oil  are  such  that  the  life  of  the  field 
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may  he  safely  estimated  as  being  at  least  eighteen  years 
from  the  first  day  of  January,  1939^. 

Dr.  Boa  tright  ’  s  conclusions  v/ere  conditioned  upon 
the  efficient  operation  of  the  field  by  insistence  upon  proper 
production  methods.  As  to  this  wo  have  had  the  benefit 
of  the  evidence  of  the  Honourable  Ilr.  N.  E.  Tanner,  Minister 
of  Hines  for  Alberta,,  which  ^  as  to  the  effect  that  it  v.as  the 
policy  of  the  Govornment  to  pursue  conservation  of  these  natural 
resources  in  conformity  with  the  best  expert  advice  that  the 
Gov-rnmont  v:as  able  to  obtain  v.  ith  a  vie^'V  to  getting  the 
greatest  possible  ultimate  recovery  from  the  field. 

^11  of  tJhese  estimates  of  the  life  of  the  field  of 
course  depend  upon  the  soundness  of  the  assumption  that  tiia  six 
million  barrel  throughput  will  be  the  experience  in  the  future. 

There  is  tho  suggestion  of  Mr. Davies  that  it  r.ia  y  prove  difficult 
to  obtain  the  capital  necessary  for  drilling  operations  to  produce 
the  oil  in  quantities  equal  to  the  1938  experience.  This  would  of 
course  have  the  effect  of  prolonging  the  life  of  the  field  although 
adding  to  the  operating  cost  and  reducing  the  amount  of  tho  income 
to  the  carriers.  It  has  also  been  suggested  that  there  might  be 
tho  discovery  of  other  fields  in  v;hich  oil  can  be  obtained  from, 
shallow  wells  at  less  cost  than  in  the  Turne i  Valley  field,  which 
Would  have  the  effect  of  stopping  drilling  operations  in  this  field. 
As  to  these  two  suggestions  we  have  the  evidence  of  Dr.  Boatright 
V  hich  we  are  prepared  to  accept  that  wherever  there  has  b:,en  a  real 
oil  field  discovered  its  development  has  not  been  prevented  either 
by  lack  of  capital  or  by  tho  discovery  of  other  fields  in  v;hich  oil 
wells  can  be  drilled  at  less  cost,  Thore  is  the  furth  r  suggestion 
that  tho  Conservation  Board  may  regulate  and  control  the  amount  of 


-60- 


the  output  of  present  end  future  wells  so  as  to  reduce  the 
throughput  belov;  the  1938  experience  .4s  to  this  i-irc  I’.G.  Cottle, 

a  menher  of  the  Conservation  Board, tells  us  that  control  by  the 
Board  will, in  his  opinion,  have  the  effect  of  causing  a  very  great 
deal  of  oil  that  v^as  moved  from  the  Valley  by  truck  in  1938,  to  be 
moved  through  the  pipe  line  in  1939,  and  he  expresses  the  very 
definite  opinion  that  the  Conservation  orders  of  the  Board  will  not 
restrict  the  throughput  of  the  pipe  line  in  1939  below  that  of  1938 

There  is  also  the  suggested  risk  of  a  competitive  pipe 
line,  but  there  is  no  evidence  to  shov^  that  another  line  is  contem¬ 
plated.  and  as  we  have  a  Ire  dy  pointed  out  this  is  in  any  event  in 
the  control  of  the  Board  of  Public-  Utility  Comriissioners » 

’ 'e  have  also  been  told  of  the  risks  of  reduction  of 
throughput  incident  to  crop  and  weather  conditions,  Even  as 
the  throughput  ma^^  be  greater  so  may  the  throughput  be  less  on 
account  of  the  conditions  last  mentioned,  Uxidoubtedly  a  crop 
failure  in  U'estern  Canada  would  haye  a  serious  effect  upon  the 
throughput  of  the  line  but  this  and  other  hazards  are  in  part  at 
least  the  reason  why  a  rate  is  allov;  ^d  comparable  to  the  return 
expected  in  other  fields  of  industry  lith  like  risk.  If 
there  v/ero  no  hazards  this  pipe  line  system  might  well  be  required 
to  accept  a  rate  of  return  of  2-J-  or  3  per  cent  as  a  proper  rate 
upon  absolutely  safe  security. 

There  is  a  further  risk  about  V'hich  there  was  much  ado 
in  the  course  of  evidence,  and  that  is  foreign  competition,  and 
in  particular  from  the  Illinois  field*  A  telegram  \’as  put  in 
evidence  as  Exhibit  ’'174^'  from  Ilr.  LeSueur,  an  officer  of  the 
Imperial  Oil  Company,  "'••hich  reads  as  follows 

’’Beferring  to  your  telegram  of  9t.h  instant  advising 
Commissioners  require  definite  statement  of  policy  by 
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company  in  regard  to  evidence  of  James  McGrath  (atop.) 

Company  ^8  settled  policy  is  to  use  Tar..er  Valley  crude  where¬ 
ver  possible  (stop)  Because  cf  competition  from  new 
Illinois  production  and  so  long  as  present  conditions 
exist  Compainy  finds  itself  unable  use  Turner  Valley  Crude 
for  supplying  large  part  of  Manitoba  despite  fact  that  v/o 
are  producers  in  that  field  (stop)  This  will  result  in 
daily  average  reduction  of  requirements  of  Turner  Valley 
Crude  for  Regina  Refinery  of  approximately  2,850  barrels 
and  in  reduction  in  price  of  white  products  in  portion  of 
Manitoba  so  served  (stop)  Company’s  policy  as  to  Regina  ' 
Refinery  is  subject  to  similar  economic  factors  based  upon 
Montana  competition  but  no  definite  policy  has  as  yet  been 
decided  upon”. 

It  is  probably  enough  to  say  as  to  this  that  j.s  shown  in  evidence 
by  Mr.  Cottle  the  normal  requirements  of  other  people  taken  together 
v;ith  the  estimated  requirements  of  the  Imperial  Oil  and  British 
imerioan  Oil  Company  for  the  year  192-9  as  sworn  to  by  witnesses 
who  were  officers  of  these  companies  will  more  than  equal  the 
throughput  of  1938,  but  it  ma  y  not  be  amiss  to  add  that  it  seems 
to  us  that  whether  the  throughput  be  greater  or  leas  is  largely  a 
matter  in  the  hands  of  the  Standard  ®il  Company  or  the  Imperial 
Oil  Company  or  the  Royalite  Oil  Company  whichever  may  have  the 
determination  of  how  much  crude  owned  or  controlled  by  them  or  any 
of  them  will  go  thro  ugh  the  pipeline.  It  is  said  for  these  companies 
that  it  would  be  economically  unsound  for  them  to  buy  oil  from  Turner 
Valley  and  put  it  through  this  pipeline  if  they  can  buy  oil 
for  their  refineries  more  cheaply  elsewhere.  It  is  said  that 
they  must  be  governed  by  competitive  conditions  that  govern 
in  other  parts  of  the  j^merican  continent  and  that  the  lowering 


cf  the  price  in  other  fields  must  inevitably  lead  to  the  lo’.)5ering 
of  the  price  to  prodaoers  in  this  field  and  that  if  the  pro¬ 
ducers  cannot  meet  tho  competition  then  the  throughput  will  be 
seriously  affected^ 

Noxv  as  to  the  Illinois  field  being  a  real  threat  to  the 
-Turner - 

throughput  cf  the/Yalley  field,  we  have  no  evidence  as  to  how  long 
it  loay  continue  to  be  a  competitive  field  nor  as  to  whether  or  not 
uncontrolled  and  unregulated  flush  production  accounts  for  what  is 
but  a  temporary  condition  and  so  much  unnecessary  alarm*  V/e  have  no 
knowledge  of  any  long  tern  contracts  that  would  lead  to  an  opposite 
conclusion.  Furthermore  we  are  not  ^t  the  moment  considering  the 
price  to  the  producer  and  we  may  say  that  sc  far  as  the  throughput 
of  the  pipeline  is  concerned,  since  the  carrier  oompanies  are  in¬ 
terested  in  the  pipeline  and  are  the  ones  who  post  the  field  price, 
we  have  no  doubt  that  unless  they  become  interested  in  the  Illinois 
field  as  owners  or  common  carriers  they  will  if  necessary  require 
the  producers  to  take  a  leas  price  and  continue  the  throughput  of 
the  Turner  Valley  pipeline-  mr  -  McGrath  an  officer  of  the  Imperial 
Oil  Company  made  it  quite  clear  that  the  Illinois  intrusion  upon 
the  V/estern  Oil  markets  was  conditional  upon  Turner  Valley 
producers  not  meeting  competition^  -./e  heard  something  from  a 
witness  representing  the  British  American  Oil  Company  as  to  com¬ 
petition  affecting  the  throughput  not  only  from  the  Illinois  field 
but  also  from  the  Bast  Texas  fields  On  inquiry  we  found  that  one 
at  least  of  the  companies  posting  the  field  price  in  the  Bast 
Texas  field  was  the  Humble  Oil  Company  which  is  a  subsidiary  ef  the 
Standard  Oil  Company  of  Hew  Jersey^  Je  cannot  say  on  the  evidence  be¬ 
fore  us  to  what  extent  competition  in  other  fields  has  legitimately 
effected  the  price  in  this  field  because  we  do  not  know  to  what 
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extent  there  is  free  and  v-jireBtr:  cted  competition:  we  do  know  that 
the  Royalite  Company  posts  the  field  price  in  Torner  Valley  and  that 
the  British  jimerican  Oil  Company  admittedly  will  fellow  that  price. 
These  two  major  companies  appear  to  work  together  in  perfect 
harmony.  There  is  no  saggestion  that  any  other  company  will 
intervene  and  sc  if  the  principle  of  alv;ays  doing  that  v;hich  is 
economically  sound,  is  to  govern  the  conduct  of  the  Carrier  com¬ 
panies  even  to  the  destruction  of  the  usefulness  of  the  pipeline 
system,  then  since  it  is  in  the  power  of  the  Carrier  Companies  to 
post  a  field  price  tomorrow  at  which  no  one  could  afford  to  produce 
oil  other  than  themselves  it  is  to  he  expected  that  the  Turner 
Valley  field  will  shortly  be  taken  over  by  the  Carrier  companies 
with  or  without  other  major  companies,  in  the  absence  of  Government 
intervention.  For  our  part  we  are  not  going  to  make  any  such 
assumption  on  the  evidence  before  us  r  ./e  do  not  think 
that  it  has  been  shown  thus  far  that  the  carrier  companies  or  their 
parent  company,  the  Standard  Oil  of  hcvv  Jersey  have  been  ruthless 
in  the  exercise  of  the  great  power  which  in  our  viev/  they 
undoubtedly  possess*  We  prefer  to  think  that  they  are  concerned 
with  the  continuation  of  the  pipeline  system  which  has  brought 
them  an  enormous  profit  in  years  past  and  so  we  are  not  going  to 
make  any  recommendation  baaed  on  the  view  that  the  throughput 
with  v;hich  we  are  concerned  will  be  mauipulated  to  the  disadvantage 
of  Western  Canada,  or  that  it  will  be  less  in  the  future  than  that 
which  ivlr  o  Cottle  has  shown  may  be  reasonably  estimated  for  the  year 
1939  j  even  after  the  reduction  suggested  in  iur  -  LeSueur’s 
telegram  is  taken  into  accoujat. 

Je  now  turn  to  a  consideration  of  what  deduction  should 
be  made  as  accrued  depreciation  so  as  to  arrive  at  a  proper 
present  value  for  rate  base  purposes*. 
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In  an  artiole  entitled  ''Innovations  in  Public 
Utility  Accounting  Regulation"  By  E.  IV.  Morehouse,  appearing 
in  Yale  Law  Journal,  Vol.  46  (1936-37)  P.  955,  there  appears 
a  definition  of  depreciation  and  some  observai  ions  concerning 
it  which  your  Commissioners  are  prepared  to  adopt.  Depreciation 
is  said  to  be: 

"  The  loss  in  service  value  not  restored  by 
current  maintenance  incurred  in  connection  with 
the  consumption  or  prospective  retirement  of  utility 
plant  in  the  course  of  service  from  causes  vj Rich  are 
known  to  be  in  current  operation  and  against  which 
the  utility  is  not  protected  by  insurance.  Among  the 
causes  to  be  given  consideration  are  v^ear  and  tear> 
dooay,  action  of  the  elements,  inadequacy,  obsolescenc e, 
changes  in  the  art,  changes  in  demand  and  requirements 
of  public  authorities'.  Thus  defined,  depreciation  is 
an  element  of  coat  regardless  of  the  financial  fortunes 
of  the  business.  Items  of  plant  and  equipment  inevitably 
march  toward  the  scrap-heap  whether  or  not  earnings  are 
available  for  interest  or  dividends.'" 

There  is  a  conflict  of  opinion  as  to  what  is  the 
best  method  for  measuring  depreciation,  There  is  the  service 
output  method  under  which  the  life  of  the  asset  is  estimated  in 
terms  of  its  proper  quantity  of  output,  depreciation  being 
allowed  in  proportion  to  the  output  during  a  given  period  of 
timei  There  is  also  the  observation  method  which  involves 
personal  inspection  of  the  property.  This  is  the  method  which 
has  been  adopted  by  Mr.  Hill.  We  think  that  in  the  circumstances 


we  cannot  rely  on  the  rcoults  ohtr-:inea  by  him  by  this  rre  tho.'l. 

•Tn  the  first  pl<-ce  the  resalt  must  depenl  upon  the  judgment  of 
the  appraiser,  basei  upon  the  kind  of  inspection  .:nd  observatioi'i 
which  he  makes,  le  are  not  satisfied  that  in  the  caso  of  buriei. 
lines  there  can  be  or  in  fact  eas  notwithst  -nding  the  .amount 
of  uncovering  menticne-d  a  sufficient  inspect  Ion  to  justify  the 
conclusions  put  forward.  Furthermore  tne  interior  of  tan-.s  ari/'. 
of  all  the  machines  in  use  in  all  of  :,heir  many  parts  cannot 
be  fully  inspected  v/ithout  being  taken  apart  which  was  not  dono , 
This  method  of  course  only  gives  effect  t»  depreciation  that  is 
visible  and  because  of  this  it  se^rms  to  us  that  there  is  every 
likelihood  of  res^alt  arrived  at  being  much  less  than  actual 
depreciation  as  before  defined,  v,'e  'nay  .a^.d  that  in  .our  view  the 
observed  depreciation  method  too  re.'xdily  .len^-S  itself  to  a  mis¬ 
conception  of  t'le  relat iensh ip  of  operating  efficiency  and  thx? 
actual  condition  of  the  asset  to  m^te-base  determination.  Value 

s 

in  us©  deper^ds  on  the  amount  of  future  service  that  will  be  r«- •• 
ceived  from  the  asset,  machine  that  is  '•TOrking  efficiently 
to-day  may.,::- as  a  result  of  .irevious  years  cf  use,  be  working 
inefficiently  or  not  at  all  to-norrov;.  Our  object  is  to 
.determina  value.  think  this  should  not  be-  confused  with. 


present  efficiency  which  may  give  an  entirely  wrong  impression 
»  • 

as  t5  true  vaiu.o.  \7e ,  tnerefore,^  adopt  u  method  which  is 
.''I»a6«4  cfn  the  service . .life  of  the  asset. 

.The  straight-line  useful  life  me1;,hoc.  .*.icn  we  adapt 
involves  a  orediction  as  to  tne  length*  "'f-  tho  useful  life  of 
the  property  and  involves  a . determination  of  the  value  of 
the  ■  service  life  of  the  physl'cal  plant  used  up  in  roiideriri.g 
service.  On  the  whole  we  think  tiij.t  t:iis  is  tne  most  satis¬ 
factory  method  tor  urriv.ing  at  depreciation  und  that  it  is 
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particularly  apt  in  a  case  in  which  the  life  of  the  plant  is 
necessarily  limited  by  the  limited  life  of  the  field  which  it 
serves. 

Having  decided  that  a  deduction  of  accrued  depreciat¬ 
ion  is  necessary  to  avoid  inequitable  charges  to  present  and 
future  users  and  having  decided  upon  the  method  to  be  adopt¬ 
ed  for  the  measuring  of  this  depreciation  we  come  to  the  applic¬ 
ation  of  the  method  approved.  In  tho  first  place  it  should  be 
pointed  out  that  both  of  the  well-known  accounting  firms  vdiose 
officers  appeared  before  us  have  made  their  calculations  upon  the 
basis  of  original  cost  and  not  present  value;  nov;  if  tho  rate  base 
is  present  value  as  we  have  found  it  should  be,  then  the  depre¬ 
ciation  base  must  also  be  present  value.  In  the  case  United 
Railways  and  Electric,  Coy.  vs.  West,  before  cited,  Mr.  Justice 
Sutherland  said  by  reference  to  an  earlier  case: 

”’If  the  rate  base  is  present  fair  value,  then  the  depreciat¬ 
ion  base  as  to  depreciable  property  is  the  same  thing. 

There  is  no  principle  to  sustain  a  holding  tliat  a  utility 
may  earn  on  the  present  fair  value  of  its  property  devoted 
to  public  service,  but  that  it  must  accept  and  the  public 
must  pay  depreciation  on  book  cost  or  investment  cost  re¬ 
gardless  of  fair  value,  b'e  repeat,  the  purpose  of  permitt¬ 
ing  a  depreciation  charge  is  to  compensate  the  utility  for 
property  consumed  in  service,  and  the  duty  of  the  commission, 
guided  by  experience  in  rate  making,  is  to  spread  this 
charge  fairly  over  the  years  of  the  life  of  the  property.^” 

Having  in  mind  that  tho  ob- 

t 

servation  method  should  be  discarded  and  that  the  only  other  method 
put  before  us  are  baaed  upon  original  cost  we  experienced  some 
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difficulty  in  determining  how  to  work  out  accrued  depreciation 
v/i  th  due  regard  to  present  value.  ^!e  think,  however, 
that  with  the  assistance  of  the  accountant  to  the  Commission, 
this  difficulty  has  been  overcome. 

Our  method  of  calculating  deprec ii-.tion  is  based  on  the 
theory  that  the  factors  which  result  in  the  termination  of 
useful  life  of  an  asset  act  with  equal  force  during  each 
year  of  the  entire  li"e  of  the  asset.  The  accrued  deprecia-  . 
tion  of  each  asset  should,  therefore,  be  determined  by 
finding  the  total  useful  life  of  each  asset  and  ascertaining 
how  much  of  the  useful  life  of  the  asset  has  been  exhausted 
as  at  the  date  of  the  rate-base.  The  amount  of  accrued 
depreciation  should  then  be  in  the  same  proportion  to  the 
replacement  vali£  as  the  number  of  years  of  exhausted 
life  are  to  the  total  number  of  years  of  useful  life. 

For  convenience  and  in  accordance  with  good  accounting 
practice,  all  assets  acquiree’,  in  any  one  year  are  considered 
to  be  of  the  same  age,  and  each  asset  is  deemed  to  have  an 
age,  in  the  year  of  acauisition,  of  half  one  year. 

This  method  was  adopted  by  both  Messrs.  Harvey  and 
Morrison  and  Messrs.  Price,  Waterhouse  &  Company  and 
applied  by  them  to  their  respective  original  cost  valuations. 
We  have  applied  the  sane  method  to  the  replacement 
valuations  to  be  included  in  the  rate-base  but  were  unable 
to  apply  it  directly  by  reason  of  the  lack  of  information 
as  to  the  respective  age  of  each  asset  included  in  the 
valuation.  This  difficulty  ’’’as  overcome  in  the  follov;ing 
manner . 

The  individual  assets  v.  lued  by  Messrs.  Ford,  Bacon 
and  Davis  are  those  in  respect  of  which  the  original 
cost  is  shown  in  the  reports  and  working  papers  of  Messrs. 
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Harvey  and  Morrison,  which  were  made  exhibits.  These 
working  papers  show  the  cost  in  each  of  the  oast  years 
and  from  this  historical  recotfl  we  compated,  on  the 
straight  line  useful  life  method,  the  accrued  depreciation 
of  original  cost  of  all  assets  as  at  'December  31st,  1938, 
on  the  basis  of  tho.  tf=rmination  of  useful  life  18  years 
thereafter,  with  a  salvage  value  of  5^  of  original  cost. 

The  resulting  accrued  depreciation  was  then  computed  as  a 
percentage  of  original  cost.  This  percentage  clearly 
represents  the  proportion  of  the  undepreciated  original 
cost  value  consumed  as  at  the  date  of  the  rate-base  d.ue 
to  the  age  of  the  various  assets  involved  in  relation  to 
the  remaining  useful  life. 

Now  the  replacement  valuations  of  Messrs.  Ford, 

Bacon  and  Davis  in  no  sense  alter  the  fact  of  the  age  oD  the 
assets,  and  so  the  percentage  of  value  consumed  as  at  the 
date  of  the  rate-base  should  be  exactly  the  same  whether 
replacement  valuations  or  original  cost  valuations  are 
being  considered. 

The  historical  record  of  costs  of  Messrs.  Harvey  and 
Morrison  gives  an  accurate  basis  of  determining  the 
percentage  of  total  asset  values  consumed  on  the  straight 
line  useful  life  method.  Having  determined  this  per¬ 
centage  we  have  only  to  apply  it  to  the  replacement  value  s 
of  Messrs.  Ford,  Bacon  and  Davis  to  determine  the  amount  of 
accrued  depreciation  as  at  the  date  of  the  rate-base. 

It  will  be  obseiw^ed  that  we  have  used  the  original 
cost  figures  of  Messrs.  Harvey  &  Morrison  for  the  above 
calculations  rather  than  the  compilations  of  Messrs.  Price, 
Waterhouse  and  Company.  The  fact  is  that  the  investment 


-69- 


figures  of  Price,  Waterhouse  &  Company  include  assets 
which  are  not  used  and  useful  whereas  the  valuation  of 
Messrs.  Ford,  Bacon  and  lavis  includes  miy  assets  now 
used  and  useful.  The  figures  of  Messrs.  Price, 

Waterhouse  and  Company  are,  therefore,  not  useful  for  our 
purpose . 

The  results  obtained  by  the  foregoing  method 
are  now  set  forth. 

Accru  t  depreciation  of  pipe  line  equipment  as  at 
December  31st,  1938,  was  computed  on  the  basis  of  the 
termination  of  useful  life  of  all  assets  on  December  3is  t , 
1956,  being  eighteen  years  from  January  1st,  1939, 

Due  allowance  was  made  in  our  calculations  for  salvage 
value  at  the  termin-ation  of  useful  life,  to  the  extent 
of  bic  of  the  undepreciated  replacement  values. 

This  was  accomplished  by  determining  the  percentage 
by  which  the  original  cost  had  been  reduced  by  accrued 
de'Vr  3ciat  ion  and  applying  this  percentage  to  the  rato- 
base  valuation. 

The  accrued  depreciation  as  at  December  31st,  1938, 
based  on  the  original  cost  was  computed  as 
which  is  11.26^  of  the  original  cost  totalling 
$1,306,368.48.  The  rate-base  valuation  of  the  same 
equipment  totals  $1,515,729.30  and  nence  we  find  the 
accrued  depreciation  to  be  deducted  from  the  rate-base 
in  respect  of  these  assets  is  11.26^  of  $1,518,72  9.30 
or  $171,008.92. 

The  depreciation  of  the  utility  and  service  assets 
valuation  was  computed  separately  because  of  the  greater 
age  of  these  assets  as  compared  with  the  pipe  line 
equipment.  The  procedure  followed  was  exactly  the  some, 
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but  because  of  greater  age  the  accrued  depreciation  of 
these  assets  was  greater  and  is  computed  as  31.919^. 

The  value  of  $186,000.00  included  in  the  rate-base 
in  respect  of  these  utility  and  service  assets  is  the 
replacement  value  before  deducting  accrued  depreciation 
and  accordingly  depreciation  of  31.919^  or  $59,369.34 
has  been  deducted  from  the  utility  and  service  asset 
valuation  in  the  rate-base. 

Suiomarizing  the  foregoing  we  find  the  total  ratfe- 
base  to  be  $1,582,984.04,  made  up  as  follows 


ripe  line  equipment  at  replacement  valuations 
Administration  and  overhead  during  con¬ 
struction 

Lass  depreciation 

Utility  and  service  oasets  $186,000.00 

Less  Depreciation  59 ,369.34 

Land  and  rights  of  way 
Working  capital 

Bate  base  as  at  December  31st,  1938 


$1,^86,663.00 

138,066.30 
$17518 [^59. SO 

171,008.92 

$r7M77W735' 

126,630.66 
$1,4  74,361.04' 

18,633.00 

80,000.00 

$1,582,984.04 


For  the  sake  of  clarity  we  should,  perhaps,  point  out 
that  the  figure  of  $1,380,663.00  first  above  mentioned  when 
added  to  the  sura  of  $18,633.00  above  set  opposite  Land  and 
Rights  of  Way  gives  tte  total  arrived  at  by  Ilr.  Hill  in 
his  report  of  $1,399,296.00. 

We  are  next  concerned  with  the  rate  of  return  to  be 
•Applied  to  the  amount  of  the  rate-base.  In  Whitton  on 
”Valuc  of  Public  Service  Gorpor ations" ,  Vol.  2,  p.  .1877, 
the  following  appears  under  the  heading,  "Factors  that 
affect  the  reasonable  rate  of  return", 

’PThat  is  a  reasonable  rate  of  return  for  rate¬ 
making  purposes  in  a  particular  case  depends  upon  many 
factors,  including  the  following: 
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(1)  The  financial  history  of  the  utility. 

(2)  The  extent  to  which  the  cost  of  promotion,  bond 
discount  and  financing  has  been  capitalized  and 
included  in  the  rate-base. 

(3)  The  extent  to  which  the  cost  of  establishing  the 
business  and  creating  going  value  has  been 
capitali2ied  and  included  in  the  rate-base, 

(4)  The  extent  to  which  changes  in  the  purchasing 
power  of  money  are  reflected  in  the  rate-base, 

(5)  The  security  of  the  investment  as  affected  by 
inherent  appreciation,  stability  of  the  industry, 
favorable  location  and  other  causes  independent 
of  the  duration  of  the  franchise, 

(6)  The  relative  certainty  of  the  utility's  earning 
power  in  the  future. 

(7)  The  interest  rates  currently  paid  in  the  community, 

(8)  The  rate  of  return  demanded  and  secured  by  capital 
invested  in  other  enterprises  in  the  same 
community,  subject  to  similar  risks. 

(9)  The  foresight  and  efficiency  of  the  management 
and  the  quality  of  the  service  rendered, 

(10)  The  extent  to  which  the  stockholders  through 
the  agency  of  holding,  management  and  equipment, 
companies  or  otherwise  reap  indirect  profits 
from  the  operation  of  the  utility. 

(11)  The  extent  to  which  income  taxes  levied  against 
the  enterprise  are  paid  as  an  operating  expense 
to  the  relief  of  the  stockholders  as  individuals. 
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(12)  The  extent  to  which  the  amortization  of  capital 
exiiausted  through  permanent  depreciation  or 
franchise  contract  requirements  is  provided  for 
by  specific  allowances  charged  to  operation. 

(13)  The  rate  of  return  required  to  attract  new  capital 
into  the  business  sufficient  to  meet  an  increasing 
demand  for  service  or  the  exigiencies  of  higher 
costs  in  replacements. 

In  general,  if  a  utility  has  had  a  profitable 
career  from  the  start,  not  having  had  to  submit  to  early 
losses  in  the  establishment  of  a  profitable  business, or 
if  having  incurred  such  losses  it  has  subsequently 
recouped  them  by  a  period  of  high  earnings,  the  rate 
of  return  to  be  allowed  in  a  rate  case  will  be  lower 
than  if  it  had  incurred  inevitable  losses  and  had  not 
yet  been  able  to  recoup  them.  The  rate  of  return  in 
the  case  of  unrecouped  losses  will  be  affected,  however, 
by  the  present  status  and  earning  power  and  future 
prospect  of  the  business.  Regardless  of  its  past 
history,  the  utility  is  not  constitutionally 
entitled  to  a  higher  rate  of  return  than  it  can 
reasonably  expect  to  earn  under  conditions  as  they 
are  and  as  they  are  likely  to  be  in  the  immediate 
future.  It  would  be  obviously  futile  and  des¬ 

tructive  of  the  regulatory  powder  to  hold,  either 
in  valuation  or  in  rate  of  return,  or  in  the 
combination  of  the  two,  that  a  utility  is  entitled 
to  more  than  its  earnings  at  reasonable  rates  will 
support. 
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Also,  in  general  the  reasonable  rate  of  return 
will  be  lower  in  proportion  to  the  certainty  of  the 
future  earning  power  of  the  enterprise,  and  in  pro¬ 
portion  to  the  security  of  the  investment  itself; 
but  no  .higher  rate  of  return  will  be  allov/ed  because 
of  the  .fact  that  a  company  may  be  operating  without 
a  franchise  or  under  a  franchise  which  is  about  to 
expire.” 

In  Wilson,  Herring  and  Eutsler  on  "Public  Utility 
Regulation,”  it  is  said  that  the  elements  of  fair  return  are: 

1.  Pure  interest  upon  capital  employed. 

2.  A  premium  or  compensation  for  the  risk  to  which 
capital  is  exposed  by  investment  in  the  particular 
enterprise . 

3.  A  reward  for  the  management  of  the  property  to  the 
extent  that  such  reward  or  compensation  is  considered 
to  be  due  to  those  who  invested  funds  in  the  property. 

In  the  same  work  under  the  heading  of  "The  Rate  of 

Return  and  Investors  and  Consumers”  at  p.  163  the  author  says: 
"Investors  in  public  utilities  should  receive  approximately 
the  same  rate  of  return  as  investors  in  comparable 
unregulated  enterprises.  This  rate  of  return  must  be 
high  enough  to  give  the  investor  a  fair  return  and  the 
consumers  good  service  but  low  enough  to  give  the 
consumers  reasonable  rate." 

When,  as  here,  a  system  is  brought  under  regulation 
for  the  first  time  there  can  be  no  doubt  that  the  value  of  the 
property  to  the  owner  cannot  be  dsteimined  thereafter  without  re 
gard  to  the  rates  allo7;ed  for  the  service  v/hich  the  property 
renaers  and  so  it  is  important  for  this  as  well  as  for  Reasons 
given  at  the  beginning  of  this  report  that  a  fair  rate  of 
return  on  the  amount  of  the  rate-base  be  arrived  at.  Having  thi 
in  mind  we  have  kept  before  us.  insofar  as  there  is  evidence 
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to  justify  US  in  bo  doing,  the  consideration  mentioned  in  the 
foregoing  quotations.  Je  think  that  we  have  given  due  weight  to 
the  evidence  of  all  of  the  witnesses  who.,  have  given  evidence  which 
has  a  bearing  upon  the  rate  of  return  to  be  allowed.  It  seems 
to  us  unnecessary  to  recapitulate  all  that  the  witnesses  have  said. 
Since,  however,  we  have  been  pressed  to  recommend  a  rate  which  will 
accord  with  that  allowed  to  the  Company  that  supplies  natural 
gas  to  the  City  of  Calgary  it  may  be  proper  to  state  that  we  think 
the  suggestion  is  not  a  helpful  one.  In  the  first  place  aasumir.g 
that  the  Gas  Company  rate  when  fixed  was  a  proper  one  it  may  now 
le,  for  all  we  know,  too  high  or  too  low  having  regard  to  all  of 
those  considerations  tlxit  must  be  taken  into  account  in  rate- 
ma  king. 

Furthermore  according  to  the  evidence  the  hazards  to 
be  taken  into  account,  such  as  failure  of  supply  and  loss  of  market 
are  much  greater  in  connection  with  the  supply  of  oil  than  in  con¬ 
nection  with  the  supply  of  gas. 

In  all  the  circumstances  we  think  that  the  rate  of  re¬ 
turn  sogges'^ed  by  witnesses  called  by  the  Carrier  companies  is 
absurdly  high.  We  also  think  that  the  ten  per  cent  which  the 
witness  Dr.  Boatright  suggests  and  vti  ioh  Commission  Counsel  advo¬ 
cates  is  too  high,  v/0  are  of  the  opinion  that  a  return  of  9§  per 
cent  upon  the  amount  fixed  in  the  rate  base  as  the  present  de¬ 
preciated  value  of  property  used  and  useful  in  public  service  is 
a  fair  rate  of  return. 

\i/ith  a  rate  base  cf  582,984 .04  this  rate  provides  an 
annual  return  of  ^.150,585.48  or  2.506p'  per  barrel  on  an  annual 
through-put  of  6,000,000  barrels. 

There  remains  for  consideration  an  estimate  of  probable 
operating  expenses,  including  future  depreciation  over  tho  period 
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which  has  been  determined  apon  as  the  minimum  life  of  the  oil 
field  at  the  estimated  ’'throughput"  and  the  establishment  of  a 

t 

service  rate  or  rates  which  having  regard  to  the  estimated  "through¬ 
put"  will  provide  a  gross  income  sufficient  to  cover  all  operat¬ 
ing  expenses  including  depreciation  and  yield  the  return  decided 
upon  when  applied  to  the  race  base  before  determined. 

In  speaking  of  providing  for  depreciation  in  the  future 

I 

we  have  in  mind  an  allowance  in  operating  costs  to  provide  for 

the  impairment  of  capital  v^hinh  goes  on  steadily  regardless  cf 

repairs  and  replacements  and  exhausts  the  capital  amount  less 

salvage  at  the  end  of  the  estimated  life  for  the  field. 

The  operating  expenses  whion  are  taken  into  account  in 

determining  what  the  service  rate  shall  be  are  based,  in  the  main, 

on  the  cost  performance  of  the  pipe  line  durizg  the  nino  month 

period,  which  ended  September  SOth,  1958,  which  period  was  agreed 

by  all  parties  to  be  representative  of  the  whole  of  the  year  1928  . 

luring  this  period  the  operating  expenses,  as  determined 

by  Messrs.  Harvey  and  Morrison,  were  as  follows: 

lirect  operating  expense  2.8065^  per  bbl- 

Lo  sses  on  sales  and  retirement 
of  equipment  .025 

Proportion  of  administration, 
utility  and  service  expenses  .938 

The  above  costs,  based  on  a  throughput  of  6,000,000 

barrels  per  year,  amount  to  l;:'168 . 360.00  for  direct  operating 

costa,  ^1,500,00  for  losses  on  sales  and  retirements  and 

$56,200.00  for  administration ^utility  and  service  exponsea. 

Chose  probable  annual  expenditures  lauat  be  taken  into  account 

in  the  service  rate  to  be  recommended. 
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Income  tax  has  been  based  on  the  annual  return  of 
^150,3  83.48  v/ilioh,  ht  a  tax  rate  of  ZZ)'o  of  income  before  deduct¬ 
ing  tax,  amounts  to  ^■'42,415.85 . 

In  addition  to  the  foregoing,  the  service  rate  should 
provide  for  the  amortization  of  future  capital  expenditures,  such 
provision,  however,  should  cover  only  capital  expenditures  that 
must  be  made  in  order  to  maintain  the  efficient  operation  of  the 
utility.  The  greater  portion  of  this  provision  will  be  required 
to  extend  gathering  lines  to  new  wells. 

It  should  bo  said  in  this  connection  that  with  new 
wells  coming  into  production  and  the  total  demnd  for  oil  being 
apportioned  to  all  wells  in  the  field  by  the  Petroleum  and 
Natural  G-as  Conservation  Board,  the  utility  must  extend  its  gather¬ 
ing  system  to  newly  completed  oil  wells  otherwise  the  volume  of 
oil  obtained  for  transportation  will  be  diminished  thus  increasing 
costs  per  barrel.  The  expenditure  involved  in  so  extending  the 
gathering  system  must  be  made  in  order  to  maintain  the  present 
volume  of  traffic  and  in  our  opinion  the  rates  established  should 
provide  for  such  future  expenditures. 

Other  capital  expenditures  may  be  made  in  the  future, 
for  the  purpose  of  increasing  the  volume  of  traffic.-  In  our 
opinion  such  expenditures  should  be  made  by  the  Carrier  only  when 
it  appears  to  be  good  business  so  to  do  in  vh  ich  case  no  provision 
need  be  made  in  the  rates  which  we  nov/  recommend,  as  good  business 
would  require  the  increased  traffic  so  obtained  to  more  than  compen 
sate  the  carrier  for  the  expenditure  involved^  An  example  of  such 
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Expend  it  111*6^  is  the  conatraction  and  operation  of  service 
linee  to  reflherioa  in  the  vicinity  of  the  pipe  line 
terminal  in  Calgary.  It  is  our  opinion  that  the  carrier 
should  pay  the  cost  of  the  installation  and  operation  of  service 
lines  if  it  appears  that  the  increased  volume  of  traffic 
resulting  therefrom  will  compensate  the  carrier  fbi?  the 
additional  expenditures  involved.  In  this  case  the 
carrier  requires  no  provision  for  such  expenditure  in  the 
rate  which  we  recommend. 

We  estimate  that  an  annual  sum  of 
^69,500.00  should  be  provided  annually  out  of  the  service  rate 
for  the  amortization  of  future  capital  expenditures.  We  arrive 
at  this  sum  by  accepting  kr  .  Hill's  figure  in  respect  of  the 
expenditure  of  ^125,000.03  per  year  for  a  period  of  ten  years 
rr  4pl,250,000.00  and  amortizat  ing  this  last  sum  over  a  period  of 
eighteen  years  which  we  find  to  be  the  life  of  the  field  and  so 
the  useful  life  of  the  assets. 

It  is  true  that  Mr-  Hill  makes  no  estimate  of  the 
life  of  the  field,  he  does  not  look  into  the  future  beyond  ten 
years  but  it  is  to  be  assumed  that  whon  reporting  to  his 
client,  the  Royal  ite  Oil  Company,  he  gave  all  of  the  antic^ 
ipated  capital  expenditures  which,  having  regard  to  the  part-* 
icular  oil  field  under  consideration  would  ever  be  necessary. 
This  forecast  soems  reasonable  having  regard  to  the  expenditures 
already  made  in  connection  with  the  gathering  system  in  the 
presently  drilled  area  and  the  extent  of  that  drilled  area  in 
relation  to  the  whole  field  as  defined  by  hr.  Boatright. 
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i\jinual  depreciation  for  the  r‘r.iainJ.cg  dife  bf  the  pipe 
lino  assets  is  coinputed  on  the  oenio  of  the.  nnortiznt ion  "by 
too  strai^pht  line  met. .oh  of  r J  1  dc-[.roci:i t,j.ng  aasets  by  r-ecember 
31st,  1956  ’."ith  nllcv/anco  for  a  salva^^^e  vat  .-.r  .of  bjL  of  the 
undepreciated  roolacement  vai...e  included  in  the  r.ite-case. 
annual  depreciation,  on  tnia'b^sls  is  as  follotys: 

y.-ipe  line  assets  ■  ,  654 . 66 

Utility  anr]  service :  asset  s  6,576.9^' 

.$7’7,r::S8.53 


5Le 


In  the  result  o.:  '■ind  th"  service  rate  n-.cessary  to 
meet  all  operating  costs  arid  to  provide  a  r^'turn  of  9j^  per 
annum  on  the  rate  h  .so  is  y.4f/9y;  per'diorrel  as  sho7/n  by  the 


follovifing  tabulation: 


direct  pipe  line  operating^  ezpensies 

Losses  on  sa).es  aud  retiremeAtn 

Administration,  utility  and 
service  unit  expenses 

Income  Tax 

Allowance  f«r  capital  expenditures 
not  to  be  add#d  to  tlie  rate  buae 

Total  annual  expenditures  before 
amortization 

-rrniori  izaticn: 

Pipe  line  assets 
Utility  and  service  ussets 

i  1  c turn  on  1 nv a s t me n t 
Pate - 


.vj'nual 

iVmount 

168','360.'00 

I , 500.00 


56,S30hV. 

4L,41p.35 


69,500.00 


Amount  per 
Barrel 
"‘?>I306(!( 

,025 

.95  3 
.707 

1.153 


5  358,055.85  5.634^^ 


70,654.66 
6,573.92 
0  415,284,43 

150,385.48 


1.178 
.110 
"6  .922^ 

2.506 


$  565,667.91  9.428i^ 


Having  regard  to' all  of  tiie  foregoing  me  recommend 

% 

a  service  rate  of  per  barrel  for  t:.e  movemont  of  pet¬ 

roleum  or  eetroleum  products  whetiior  T.'^o'-  t.'ie  -’.ec-lls,  absorption 
plants  or  elsev/here  in  the  Turnef  Vaj. f  'Leld  to  ref  iners^ 
st^mune  tanks  and  termin. /I  storu,f;e  t..v  's  in  Calgary. 
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It  will  be  observed  thet  in  making  the  foregoing  cal¬ 
culations  we  have  not  t  i.ken  into  account  salvage  value  of 
physical  assets  that  may  be  acquired  in  the  future  in  respect 
of  which  an  allowance  has  been  made.  '*^e  think  that  this  is  a 
matter  for  the  oermanent  regulatory  body  to  deal  with.  That 
body  y/ill  be  familiar  with  expenditures  actually  made. 

Before  dealing  with  terminal  deliveries  we  think  that 

v/e  should^make  mention  of  two  matters,  Freight  lates  and  Pipe¬ 
line  losses. 

One  of  the  factors  which  must  be  taken  into  account  in 
connection  with  any  pi’^e  line  throughput  is  the  cost  of  transport¬ 
ation,  first  through  the  line,  and  second  from  the  end  of  the  line 
to  available  .market  s .  /.s  to  the  first,  we  think  that  the 

service  rate  which  we  recommend  be-  allowed  to  the  Carrier 
Companies  is  not  so  high  as  to  reduce  a  throughput  v'^hich  would 
ot  he  revise  take  place.  As  to  the  second,  it  is.  of  interest  and 
a  matter  of  some  astonishment  to  learn  that  the  freight  rate  for 
transporting  oil  fror;  Regina  East  is  greater  for  a  lesser  dist¬ 
ance  than  is  the  freight  rate  for  transporting  oil  from  Fort  ''^illiam 
■'^est.  "Je  are  not  forgetful  that  there  is  a  Dominion  Railway  Board 
that  has  to  do  with  railway  tariffs  and  so  we  do  not  propose  to  tres¬ 
pass  in  that  Boa-^d’s  field,  but  we  do  venture  to  point  out  that 
if  nothing  can  be  arranged  as  to  freip-ht  charges  with  the  Rail¬ 
way  Coripanies  by  private  treaty,  it  is  still  open  to  anyone  int¬ 
erested  on  request  to  have  a  he-'ring  v^efore  the  Railway  Board, 
with  ro-spect  to  freight  rates  that  on  the  -^''ce  of  them  would  seem 
to  be  exorbitant. 
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Ab  to  so“-called  pipeline  loseea,  we  find  that  loftaes  of 
petrol  eon  and  petroleuia  product  0  Buffered  at  the  terminal  will 
he  amply  taken  care  of  in  the  service  rate  which  v;e  will  recom¬ 
mend  to  cover  loading  into  tank  care  and  tank  trucks  at  the  ter¬ 
minal.  V/ith  regard  to  all  other  losses  of  crude  oil  whether 
covered  hy  the  present  deduction  of  one  per  cent  of  the  oil  hand¬ 
led  or  not  we  think  th^i;  experience  has  shown  that  the  deductions 
made  in  the  past  are  too  high  and  that  d  deduction  of  more  than 
3/4  of  1  per  cent  should  not  be  allowed  and  we  recommend  accordingly, 
we  do  not  recommend  a  reduction  in  the  present  deduction  with  re¬ 
spect  to  absorption  gasoline  and  naphtha  losses. 

We  come  now  to  a  consideration  of  Pipe  Line  Terminal 
matters,  ilfter  considering  all  of  the  evidence  that  had  been 
placed  before  us  we  were  of  the  opinion  that  we  should  hear 
further  evidence  with  respect  to  trunk  line  connections  with 
refineries  by  service  lines,  how  much  tank  storage  would  be 
reasonably  required  at  the  terminal  to  supply  adequate  delivery 
facilities  and  what  would  be  the  capital  cost  in  respect  thereof, 
what  facilities  should  be  provided  for  making  delivery; 

(a)  by  connection  by  service  lines  to  refineries 

(b)  to  tank  cars 

(c)  to  tank  trucks 

and  what  would  be  the  capital  cost  in  respect  thereof  and  wliat, 
would  be  the  operat  ing  expense  in  respect  of  all  of  such  delivery 
fac ilit ies. 

v/e  made  it  q'oite  clear  that  in  our  opinion  delivery  at 
the  terminal  was  an  essential  part  of  the  operation  of  a 
common  carrier  of  oil  and  we  granted  an  enlargement  of  this  phase 
of  the  inquiry  to  provide  an  opportunity  to  the  carrier  companies 
of  showing  vjhat  in  their  opinion  should  be  added  to  the  rate  base 
as  a  proper  capital  addition  in  connection  with  these  terminal 
facilities  and  further  of  showing  what  should  be  added  to  the 
service  rate  so  a  s  to  provide  for  the  operating  expense  incident- 
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al  to  the  handling  of  oil  through  these  facilities  at  the 
terminal.  It  v/as  also  left  open  to  the  carrier  companies 
or  any  one  else  to  show  that  the  terminal  rate  should  he  a 
separate  rate  or  in  the  alternative  should  he  included  in 
the  general  rate,  uhen  the  hearing  was  resumed  Ilr.  Coultis, 
the  head  of  the  pipe  line  division  of  the  Royal ite  Oil 
Company,  put  forward  statements  showing  the  c<-.pital 
expenditures  and  operating  costs  incident  to  the  creation 
of  an  entirely  nev7  terminal  s^'-stem  at  some  point  to  he 
selected,  although  it  is  not  in  douht  that  all  that  was  lack 
ing  in  the  present  system  was  comparatively  inexpensive 
facilities  in  connection  with  the  loading  into  tank  trucks, 
an  operation  which  had  not  been  theretofore  performed. 

As  to  this  we  thought  that  we  should  point  out  that  the 
witness  had  not  directed  his  mind  to  the  capital  and 
operating  costs  incident  to  the  use  of  the  present  terminal 
facilities,  together  with  any  additional  terminal  facilities 
required  to  connect  v;ith  refineries  and  to  load  tank 
cars  and  tank  trucks.  This  led  to  a  statement  hy  Mr.  Nolan 
counsel  for  the  carrier  companies  and  a  discussion  th-..  reof 
which  is,  we  think,  best  put  forward  by  quoting  from  the 
record:  ' 

.  NOLAN:  I  propose,  sir,  v/ith  your  per- 

”mission  to  deal  with  this  matter  from  the  point  of  view 
"  of  the  Imperial  0x1  Company,  to  deal  v/ith  this  problem 
'^from  the  point  of  view  of  the  ImiDerial  Oil  Company  which 
"owns  and  operates  these  facilities  of  v/hich  we  are  now 
"speaking  but  for  the  moment  what  Mr.  Coultis  was  asked  to 
"do  and  if  he  has  done  it  improperly  it  is  my  fault  and  not 
"Mr.  Cc-ultis’,  was  to  look  at  it  from  the  point  of  view  of 
"the  Royal ite  Oil  Company  owning  nothing  at  the  terminal 
"except  the  end  of  the  pipeline  in  the  first  instance  and 
"then  we  go  on  from  there  to  decide  and  to  explore  what  cam. 
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”be  done  having  regard  to  the  Imperial  Oil’s  position  and  the 
"fact  that  it  is  in  ownership  of  certain  assets  which  are 
’’presently  being  used  for  the  delivery  of  this  oil  and  that 
”is  coming  up,  sir.  I  do  not  want  any  mi sui-der standing 

’’about  that. 

’’THE,. CHAIRMAN:  I  see,  I  did  not  want  to  have  this 

’’matter  concluded  without  giving  you  the  opportunity,  I  did 
’’not  v/ant,  through  a  misconception  or  misunderstanding  of  what 
”we  had  in  mind,  that  you  should  be  precludod  from  takirg  ad- 
’’vantage  of  the  opportunity  of  shovring  us  what  is  involved  in 
’’the  capital  expenditures  and  what  is  involved  in  operating 
’’costs  and  so  on  of  v/hat  is  now  there  plus  anything  else  that 
”is  needed  ard  this  witness  tells  us  that  the  only  thing  that 
’’is  required  is ‘facilities  in  respect  to  loading. 

”I4R.  FRAV/LEY :  May  I  say  this,  because  my  friend 

’’v/ill  do  this  for  me,  I  take  it  he  has  been  rushed  about  this 
”in  view  of  the  fact  that  v/e  had  to  wait  this  morning  for  some 
"of  these  statements,  will  my  friend  be  good  enough  now  to 
’’outline  for  the  information  of  the  Commission  and  certainly 
”to  assist  me,  because  I  was  of  the  opinion  that  this  was 
"what  you  were  sub'\itting  in  ansv/er  to  the  m^atters  whic.h  the 
’’Commission  called  us  together  for  some  time  in  the  early  part 
’’of  April,  will  you  be  good  enough  novi  to  outline  what  you 
’’may  propose  to  do,  may  I  put  it  in  the  form  of  a  question, 

’’do  you  propose  to  have  the  Imperial  Oil  submit  a  statement 
”0!  the  capital  investment  in,  and  the  operating  costs  of, 

’’the  loading  facilities  presently  in  use  in  the  Imperial 
’’Oil  Refinery  in  East  Calgary  and  then  generally  would  you 
’’mine,  outlining  what  evidence  you  propose  to  l»ad  in  this 
’^phase  of  the  Inquiry? 
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”MR,  NOLAN:  I't  is  really  not  evidence  that  I 

’^propose  to  lead,  sir;  it  is  a  statement  that  I  prr'pose  to 
"make  on  behalf  of  the  Imperial  Oil,  having  regard  as  I  say, 

"to  the  ownership  nf  these  facilities  and  to  the  questions 
"which  were  asked  of  us  v^hon  this  Commission  res-omed  its  Hear- 
"ing  on  the  Gth  or  9th  day  of  April  last.  Now  it  has  been 
"shown  in  the  evidence  this  morning  that  the  British  American 
"Company  have  a  direct  line  from  the  trunk  pipeline  to  their 
"refinery . 

"THE  CHAIRMAN:  Are  you  through  with  this  v/ltness? 

"MR.  NOL/'J'T :  No,  we  are  not,  sir. 

"THE  CHAIRMAN:  Will  you  just  sit  down  for  the 

"moment  then,  Mr.  Coultis. 

"MR.  NOIaN:  But  I  may  go  on. 

"THE  CHAIRMAN:  Yes. 

"MR.  NOLAN:  And  that  through  this  direct  line 

"to  their  refinery  the  British  American  Oil  Company  will  take 
"not  only  their  Calgary  requirements  but  their  Moose  Jaw  re- 
"quirements  from  their  refinery  there,  I  understand  that 
"they  are,  the  British  American  is  equipped  to  do  their 
"own  loading  and  the  shipping  of  their  Moose  Jaw  require- 
"ments.  The  Imperial  Oil,  as  we  know,  is  in  the  same  pos- 
"ition  and  will  take  through  their  direct  connection  with 
"the  pipeline,  their  requirements  for  the  Calgary  and  Regina 
"Refinery  and  do  their  own  loading  and  shipping  of  their 
"requirements  for  the  Regina  Refinery.  That  much  seems  to  be  - 
"clear.  Now  the  question  arises  as  to  the  loading  of 
"these  tank  cars - 

"The  chairman :  Mr.  Plot kins  says  that  he 


"apparently  is  prepared  to  do  the  same  and  those  are  the  tliree 
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’^peflLiiei^les -TT©  .]iave  ^  ^  'taDcing  a-bout. 

^MR.  NOL/iN:  Yes,  the  thre©  we  have  been  talking 

^’ahout  ,  Now  the  point  arises  as  to  the  question  of  the  f^.is- 
^posing  and  handling  of  the  oil  required  by  other  people  in 
”what  we  call  ’tank  cars’  and  our  estimate  is  that  this  will 
’’probably  average  about  a  1,000  barrels  per  day,  that  it  will 
’’not  be  taken  evenly  because  of  seasonable  requirements  and 
"that  the  .major  portion  of  it  will  move  in  the  harvest  and 
’’sowing  season  and  then  will  probably  not  exceed  a  volume  of 
”4,000  barrels  a  day,  NqW,  there  are  tv;o  ways  this  can  be 
’’handled,  by  the  Royal ite  or  by  the  Imperial.  So  far  as  the 
’’Royalite  is  concerned,  I  have  nothing  to  say  about  that  at 
"the  present  time.  The  evidence  v/ent  in  this  morning  of 
"what  it  would  cost  in  capital  expenditure  to  create  or  to 
"divorce,  let  us  say,  these  terminal  facilities  from  the 
"Imperial  Oil  Refinery, 

"  Now,  turning  to  the  question 

"of  the  Imperial  Oil,  we  know  from  the  evidence.  Sir, 

"that  the  Imperial  Oil  has  to-day  the  facilities  necessary 
"for  handling  this  business  in  addition  to  their  own 
"requirements,  and  that  such  movement  would  represent, 
"roughly,  in  our  opinion,  about  one-fifth  of  the  daily 
"movement  through  their  equipment.  In  other  words, 

"their  own  requirements  are  about  four-fifths  of  v/hat 
"goes  through.  .  I  am  authorized  by  the  Imperial  Oil 
"Company  to  say  that  they  make  the  firm  offer  to  the 
"Royalite  Company  to  perform  for  Royalite  the  loading 
"and  shipping  services  of  this  movement  of  outside  oil 
"at  the  rate  of  2  cents  per  barrel.  There  is  one  thing 
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”has  to  be  s 'id  about  that.  The  Royalite  in  passing 
*’this  ohiirge  on  to  its  oustomer  v/ould  be  obliged  to  add. 
^something  for  the  loss  in  the  volume  in  the  process  of 
”the  loading;  We  v/ill  have  some  evidence  adduced  as  to 
”the  probabilities  of  there  being  loss  in  the  process 
”of  loading.  This  additional  oh.  rge  would  be  approximately 
”one-half  per  cent,  roughly,  or  an  estimated  depreciation 
”of  from  one-half  to  three-quarters  of  a  cent  per  barrel. 
”There  would  also  have  to  be  xental  paid  for  the  requisite 
’♦storage  for  this  operation  by  the  Royalite  Company. 

♦♦In  computing  this  2  cent  ch.rge  the  Imperial  takes  into 
"considerat ion  the  fact  that  the  cost  of  tiie  service  and 
”the  fixed  charges  run  evenly  throughout  the  year  and 
"that  the  loading  charge  or  cost  applies  only  when  the 
♦♦oars  are  being  loaded.  For  example,  not  in  the  •■■'inter 
’’season.  7/e  have  taken  into  consideration  that  fact  in 
"fixing  and  arriving  at  this  figure.  How,  the  benefit 
"of  having  this  servioe  done  by  the  Impe‘rial  is  that  the 
"cost  of  doing  it  is  lowered  by  reason  of  the  larger 
"volume  handled,  which  is  the  point  th  t  has  been  coming 
"up  constantly.  It  is  all  predicated  upon  one  condition'^ 
"this  offer  of  Imperial  to  Royalite,  We  decline  to 
"perform  this  service  if  as  a  result  our  loading  facilities 
"should  become  in  any  sense  a  public  utility.  We  make 
"this  offer  as  a  private  corporation  willing  to  do  and 
"perform  this  service  for  that  amount  but  not  as  a  public 
"utility.  Now,  these  loading  facilities,  Sir,  are 
"primarily  and  principally  for  our  own  use  and  the  service 
"which  we  offer  to  the  Royalite  is  merely  evidence  of 
"an  e’‘fort  on  our  part  to  meet  a  situation  which  is  here 
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”before  this  Commission  in  what  we  consider  to  "be  a 
’'practical  and  a  very  economic  way  V/e  do  not  feel  this 
"Commission  desires,  in  view  of  what  we  are  offering  to 
"do,  to  make  the  lo-.ding  facilities  of  the  Imperial  Oil 
"a  public  utility,  an^'’  more  than  they  would  want  to  make 
"the  loading  facilities  of  the  British  American  Oil 
"or  of  the  Lion  Oils  a  public  utility,  because  these 
"people,  these  companies,  have  erected  and  have  used 
"these  facilities  for  their  own  private  use.  I  do  not 
"think  any  good  purpose  will  be  served  by  making  anybody 
"a  public  utility  because  v/e  think  that  the  offer  is 
"fair  and  one  that  meets  the  situation  and  meets  it 
"properly.  If  that  is  not  acceptable  to  the  Commission 
"the  only  thing  ?/e.  can  do  is  to  turn  again  to  the 
"evidence  that  has  been  adduced  to-day  on  behalf  of 
"the  Royalite  Oil  Company  as  to  what  it  would  cost 
"them  if  it  is  asked  to  perform  that  service.  Another 
"interesting  point  which  came  into  discussion  this 
"morning  v/as  that  it  is  evident  from  the  figures  that 
"have  been  adduced  on  behalf  of  the  Ro3^alite  Oil  Company 
"to-day  that  purchasers  of  crude  would  cease  to  buy  from 
"the  Royalite  and  would  purchase  their  crude  either  from 
"the  Imperial  or  from  the  B.  a.  or  from  the  Lion.  So 
"■that  even  if  the  Royalite  did  erect  these  terminal 
"facilities  which  have  been  referred  to  to-day  and  it 
"would  be  required  to  load  the  requirement  other  than 
"those  of  the  Imperial  Oil  and  the  British  American,  it 
"is  our  opinion  that  tne  purchasers  of  the  crude  v/ould 
"avoid  its  use  on  account  of  the  extra  cost.  In  other 
"words,  such  purchasers  woulc^  much  prefer  to  buy  crude 
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"from  the  Imperial,  the  B.  A.  or  the  Lion,  the  Lion  Oil 
'’in  turn  to  do  the  purchasing  direct  from  the  Ro.yalite 
’’and  receive  the  oil  purchased  through  their  direct 
’’connect  ion. 

Turning  for  one  moment  tc 

’’the  question  of  tank:  trucks,  what  we  say  about  that  is 
’’this,  that  tl:ie  amount  of  crude  oil  v/hich  would  he  taken- 
’’away  in  tank  trucks  v/ould  probably  not  average  more  than 
”100  barrels  a  day,  even  if  it  reached  that  amount. 

’’Those  facilities  v/ould  necessarily  have  to  stand  idle 
’’throughout  a  great  part  of  the  year  and  would  only  be 
’’used  to  their  full  extent  during  the  sowing  and  harvesting 
’’season.  Now,  as  we  have  seen,  this  Imperial  Oil  Company 
”is  already  equipped  for  tank  truck  deliveries  of  what 
”are  known  as  'white  products’,  and  could,  we  believe, 

”with  small  expense,  take  care  of  this  additonal  item 
”of  the  crude  business.  But  again,  any  offer  that  v;e 
’’make  is  on  the  ground  and  on  the  terms  that  v/e  are 
’’not  subjected  in  our  tank  truck  operations  to  public 
’’utility  control  for  this  small  and  unattractive 
’’service  to  Royalite,  which  would  be  required  for  these 
"tank  truck  deliveries. 

’’  Now,  then.  Sir,  by  reason 

”of  the  facilities  which  we  already  have,  we  are  prepared 
"to  render  this  tank  truck  loading  service  for  7^  cents 
"a  barrel.  /vgain  I  say,  if  that  is  not  acceptable  to 
"the  Commission,  it  might  be  necessary  to  turn  again 
”to  the  evidence  that  has  been  adduced  on  behalf  of  the 
"Royalite  this  morning  as  to  v-hat  the  cost  will  be  if 
"it  is  necessary  to  create  these  new  facilities.  Very 
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”simply  the  point  is  this,  we  feel  thut  v/e,  having 
^^these  facilities  at  the  present  tine,  and  having  erected' 
’’them  for  our  own  use  ,  and  using  them  to  a  very  large 
’’extent  ourselves  for  our  own  requirements,  are  in  a 
’’position  to  make  a  very  attractive  offer  to  the  Royalite 
’’for  this  service,  and  we  are  prepared  so  far  as  tank 
’’cars  are  concerned  to  perform  it  for  2  cents  a  barrel, 
’’which, of  course,  in  comparison  with  the  figures  that 
’’were  adduced  this  morning,  show  it  is  very  reasonable 
’’as  compared  with  this.  Again,  so  far  as  the  tank  trucks 
’’are  concerned,  we  are  prepared  by  reason  of  the 
’’facilities  wliicn  we  already  have  and  the  volume  which 
”is  handled  on  account  of  the  Imperial  Oil,  to  agree  to 
’’perform  that  service  for  7-^  cents  a  barrel  Provided 
’’always,  as  I  said  before,  that  we  are  left  in  the 
’’position  which  w^e  7;ere  in  before  this  Commission 
’’began  its  sessions,  as  a  private  company.  ’.Ye  make 
"this  offer  as  a  private  company,  and  it  is  not  an 
’’offer  which  we  vi  11  continue  to  make  if  there  is 
’’any  intention  or  desire  on  anybody’s  part  to  make  the 
’’Imperial  Oil  in  respect  of  its  facilities  in  the  East 
’’Calgary  a  public  utility.  '•.'e  do  not  think  it  is 

’’practical.  "’e  do  not  think  it  is  economic  to  do  it. 

”'Ye  do  not  think  it  can  be  done  because  of  the  practical 
’’difficulties  of  dividing  up  these  facilities  which 
’’exist  there  now  as  between,  if  you  like,  a  public  utility 
”on  the  one  hand  and  a  private  corporation  on  the  other. 
”'7e  hope  that  there  will  be  no  necessity  of  imposing 
’’public  utility  control  upon  us  in  view  of  the  offer 
’’which  we  are  now  making. 
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”THE  CHAIRF^aN:  IIt.  Nolan,  do  you  mind  ^iust 

"elaborating  for  our  benefit  why  you  think  the  Imperial 
"may  decline  to  become  a  public  utility  at  its  own  behest 
"any  more  than  Hoyalite,  or  any  other  company  that  is 
"made  a  public  utility? 

"MR.  NOLAN:  We  do  not  think  that  the 

"operation  is  such  that  it  can  be  severed  in  such  a  way 
"in  the  East  Calgary  yards  as  to  make  it  practical  that 
"one  portion  of  the  operation  should  be  a  public  utility 
"and  the  other  portion  not  a  public  utility, 

"THE  CHAIRMAN:  Then,  had  you  divided  up 

"the  operation  of  the  common  carrier  amongst  more  of 
"your  integrated  companies  it  would  be  impossible  to 
"make  anyone  a  public  utility  because  it  was  not  per- 
"forming  the  complr-te  service.  That  is  to  say,  if 

"North  West  or  Dalhousie  were  doing  the  gathering  and 
"the  Royalite  the  transporting  and  the  Imperial  the 
"delivering  would  you  think  -n  that  account  the  public  which 
"might,  in  someone opinion,  not  be  properly  protected 
"without  this  'Vholo  operation  being  made  a  public  utility, 
"could  be  denied  on  that  account? 

"ilR.  NOLAN:  No,  I  think  if  the  North  West 

"Company  v/as  doing  the  gathering  of  this  oil  we  would 
"direct  our  attention  to  the  entire  situation  that 
"surrounded  the  N'orth  West  Company  and,  perhaps,  you  would 
"decide  it  was  to  be  a  public  utility.  I  am  saying  that 
"v/e  are  prepared  t^  do  these  things  if  we  are  not  made  a 
"public  utility. 

"THE  Chh'lIRMAN:  Quite  so.  I  understood  you 


"to  say  that  and  thc.t  is  v;hy  I  was  questioning  you  now. 
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”1  hope  I  am  not  interrupting  you. 

”1,®.  NOLAN:  Oh,  no. 

CILAIRI'-i/iN :  I  understood  you  to  say  your 

’’company,  the  Imperial,  would  decline  to  perform  the 
’’service,  and  I  am  asking  you  to  tell  me  on  what  ground 
’’they  have  the  right  to  decline? 

NOLAIT:  V.liat  I  say  is  this,  that  v;e 

’’are  making  this  offer  at  these  amounts.  That  is  the 
’’offer  made  hy  us  in  our  capacity  as  a  private  corporation. 
”If  there  is  to  be  a  public  utility,  an  effort  made  to 
’’make  us  a  public  utility - 

”1®.  FRAh^LEY:  Or  if  it  has  already  been 

’’done. 

’’THE  CHAIRI^ilT :  As  the  case  may  be. 

”1'®.  NOLAN:  As  the  case  may  be.  Then,  of 

’’course,  there  is,  perhaps,  a  larger  field  we  have  to 
’’explore  as  to  what  the  rate  should  be. 

’’THE  CHi-.IRIC4N:  It  may  be  that  there  be 

’’some  legal  ground  for  saying  that  any  recommendation 
”of  ours  to  the  effect  that  the  Imperial,  that  has  to 
”do  7/ith  the  delivering  end,  snail  we  say? 

”i®.  NOLaN:  Yes. 

’’THE  CHAIRhikN:-  Of  this  operation  of  a  common 

’’carrier,  there  might  be  some  reasonable  ground  for  saying 
”it  cannot  be  made  a  public  utility,  If  there  is  then 
”we  will  be  naturally  interested  to  he^.r  what  it  is, 

”if  you  care  to  argue  it  here.  At  the  moment  we  enter- 
’’tain  the  view  that  whether  it  be  one  company  or  two  or 
’’six  they  should  all  be  controlled  by  the  Public  Utilities 
’’Board  so  long  as  they  are  performing  the  services  of 
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”a  oomraon  carrier  in  any  part.  That  is  to  say,  that  the 
’’division  of  the  labour  of  common  carriers  between 
’’integrated  companies  should  not  preclude  them  from 
’’becoming  public  utilities,  controlled  by  the  public 
’’Utilities  Board.  7/e  are  anxious  to  hear  all  viev/s, 
’’either  for  or  against  that.  At  the  moment  you  will 
’’bear  in  mind  that  by  an  interim  report  v/e  have,  I 
’’thought,  made  it  quite  clear  that  we  think;  the  delivery 
’’should  be  controlled  just  as  surely  as  gathering  and 
’’transporting.  If  we  have  not  made  it  quite  clear  we 
’’undoubtedly  v;ill  before  a  great  time.  ’//hat  had 
”in  mind,  Mr.  Nolan,  was  that  unless  you  are  able  to 
’’defeat  that  recommendation,  if  acted  upon,  in  the 
’’courts  of  this  country  or  otherwise,  unless  you  are, 

”vms  that  it  was  proper  to  give  you  an  opportunity  of 
’’saying  ’Now,  then,  you  have  made  the  delivery  end  a 
’’public  utility,  but  having  done  that  you  should  in 
’’fairness  take  into  account  what  our  capital  involved 
"in  it  is;  what  the  operating  costs  in  connection  with 
”it  are’,  and  in  order  that  there  should  not  be,  in. 

”our  opinions  at  least,  anything  done  that  was  unfair 
”we  provided  that  apportunity.  It  is. for  you  entirely 
”to  say  ”7e  offer  you  a  brand  new  set-up  for  Royal ite 
’’and  we  stop  right  there’,  or  to  call  evidence  along 
"the  lines  that  w'e  have  indicated  we  are  very  willing 
"to  hear. 

’’MR.  NOLaN:  My  hope  v/as  that  in  view  of 

"tnis  offer  which  is  being  made  it  v/ould  not  be  neceeaary 
"to  go  into  the  question  of  v/h-.t  the  capital  cost^  of 
"the  Imperial  Oil  facilities  were  or  to  consider  them  in 
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”any  way  in  the  light  of  a  public  utility. 

"THE  CHaI RI.I/l'J :  Quite,  lilr.  Nolan,  but,  after 

"all,  we  are  only  being  at  some  pains  to  be  sure  that  you 
"are  not  in  the  dark  about  this  so  far  as  cur  thoughts 
"are  concerned,  you  understand.  V/e  hear  all  you  have  said. 
"You  take  your  own  risks  in  not  giving  any  more  evidence 
"that  we  will  find  on,  so  far  as  our  recommendations  go. 

"I  mean  we  are  not  receiv-ng  offers,  if  you  know  what  I 
"mean.  We  are  willing  to  consider  as  to  whether  your 
"proposal  is  one  that  should  be  included  in  a  recommenda- 
"tion.  But  you  stop  there  at  your  peril.  We  have 
"provided  the  opportunity  of  your  showing  the  other. 

"MR,  NOIhiN:  The  other  being  the  capital 

"invested  in  these  facilities. 

"THE  CHAIRI-dai'":  •  The  usual  thing  within  a 

"smaller  margin, 

NOLaN:  That  evidence  has  not  been 

"made  available  to  me.  I  do  not  know  whether  it  arose 
"in  the  discussions  which  ray  friend  had  in  Toronto  or 
"whether  it  did  not.  I  can  again  communicate.  % 

"are  not  going  to  lose  any  time. 

"THE  GH.xIRI.EHi:  Nell,  Mr.  Nolan,  I  think  it 

"has  been  quite  clear  from  the  beginning,  v/e  did  not 
"offer  you  a  month  to  make  an  offer  to  the  Roj^alite  in 
"our  presence,  but  rather  to  see  wh  t  you  could  set  up. 

"This  is  very  rough,  it  is  true,  but  it  is  quite  clear 
"what  v/e  wanted  to  know  about  the  terminal  facilities 
"was  how  much  you  needed,  wh  t  capital  cost  was  involved, 
"v/hat  are  the  facilities  required  to  properly  deal  with 
"the  terminals  and  what  the  expense  would  be  in  operating. 
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”F[oughly  put  though  it  is  true  but  that  is  v/hat  it  was. 

"It  makes  quite  clear  v/hat  v/e  hoped  to  hear  evidence  about. 

"It  is  for  the  Imperial  to  say  that  they  do  not  choose 
"to  adduce  that  evidence  if  they  want  to,  but  as  long  as 
"you  understand  as  their  counsel  that  we  have  provided 
"the  opportunity,  V/e  do  not  coax  for  evidence. 

"Anything  more  of  Mr.  Coultis?" 

Following  upon  this  discussion  the  carrier  company 
introduced  two  statements  as  to  tank  car  loading  and  truck  load¬ 
ing,  Exhibits  "244"  and  "245”, which  in  some  measure  dealt  with 
capital  and  operating  costs  in  connection  with  terminal  facilit¬ 
ies.  The  witness,  C.  li.  Moore,  who  introduced  these  Exhibits, 
did  not  prepare  them,  was  unable  to  break  them  down  in  all 
particulars  or  to  verify  the  accuracy  of  them.  V/e  consider 
that  the  Exhibits  mentioned  are  in  the  circumstances  of  no 
value  to  us  and  were  it  not  for  the  fact  that  we  later  had 
the  advantage  of  hearing  evidence  from  Mr.  Hull,  a  m tness 
introduced  by  the  British  American  Oil  Com^pany  and  lir.  Naylor, 
a  witness  called  by  the  carrier  companies,  we  might  have  been 
forced  to  deal  wi  tri  terminal  questions  in  a  way  that  might 
not  have  been  pleasing  to  the  carrier  companies.  These  two 
witnesses  made  it  quite  clear  that  the  storage  space  now 
rented  and  that  the  storage  space  for  the  future  suggested 
by  the  witnesses  Moore  and  Go.iltis  was  much  greater  than 
should  bo  needed  as  terminal  storage  by  the  carrier  companies 
as  carriers  and  v/hat  is  of  greater  importance  gave  their 
views  as  to  what  a  proper  all-inclusive  service  rate  for 
terminal  deliveries  into  tank  cars  and  tank  trucks  should  be. 
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Mr.  Hull  has  had  long  and  wide  experience  in  connect¬ 
ion  v/ith  the  transporting  of  oil.  ^Ve  quote  frora  his  evidence 
the  .following: 
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Are  you  familiar  with  what  might  be  the  customary  rate  for  th 
service,  what  we  would  call  the  loading  service  in  tank  cars, 
in  addition  to  the  regular  pipeline  rate?  I 

I 

Yes,  the  customary  rate  at:  the  present  time  has  been  for  a  j 

I 

I 

number  of  years  is  2^  cents  a  barrel. 

Just  v/hat  does  that  include,  Mr.  Hull? 

That  includes,  that  is  the  total  charge  for  storing  tern-  ‘ 
porarily,  temporary  storage  of  the  oil,  and  when  I  say 
tem^porary  I  mean  a  matter  of  a  v/eek  or  tv/o  weeks  and  the 
loading  of  the  oil  into  tank  cars  or  tank  trucks. 

Would  that  include  any  loss  in  those  operations? 

Well  not  so  far  as  the  shipper  is  concerned,  the  shipper 
pays  the  2-J-  cents  and  gets  all  of  his  oil  loaded. 

In  that  2-|  cents  would  it  include  any  loss  that  the  pipeline 
as  loaders  take  in  that  operation? 

Yes,  in  other  words,  whoever  perforras  the  terminal  services 
are  responsible  for  any  losses  incurred  and  have  to  absorb  i 
themselves . 

And  that  2i:  cents  is  considered  ample  to  look  after 
that  as  well  as  other  services? 

That  is  correct.  I  am  qualifying  that  by  saying  that 
is  the  general  practice.  There  may  be  instances  of 
some  private  agreem.ent  of  'which  I  have  no  knowledge 
where  the  shipper  agrees  to  stand  some  loss.  I  am  not 
sure.  That  is  on  terminal  storage. 

That  is  generally  recognized  practice? 

That  is  generally  recognized  pract ice  - 
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I  Would  you  think  that  would  possibly  be  the  fair  one  under 
'•  the  circumstances  ns  you  understand  them  here,  in  this 

”  system? 

"  A  I  think -so.” 

While  Mr.  Naylor  thought,  without  having  very  strong 
views  about  it,  that  there  should  be  a  greater  charge  for  truck 
loading  than  for  tank  car  loading  he  accepted  Mr.  Hull’s  viev;s 
as  being  reasonable  with  respect  to  tank  car  loading. 

'He  are  prepared  to  accept  the  evidence  v/hich  Mr.  Hull 
has  given  and  which  we  have  before  quoted  and  to  recomm.end  that 
the  carrier  companies  be  allowed  a  service  rate  of  per  barrel 
for  loading  into  tank  cars  and  into  tank  trucks.  'He  would  also 
recommend  that  it  be  directed  that  all  necessary  facilities  be 
provided  and  an  adequate  service  given  at  this  rate.  The  rate 
proposed  is  distinct  from  the  rate  which  v/e  have  recommended  as 
a  proper  rate  for  gathering  and  transporting. 

Before  leaving  the  subject  of  terminal  facilities 
we  may  say  with  regard  to  Mr.  Nolan’s  offer  before  quoted  that 
it  seems  to  us  to  matter  not  at  all  v/hsther  the  business  of  a 
;  common  carrier  is  done  by  one  company  or  several  of  the  integrated 
companies  v;ith  v/hich  the  carriers  are  concerned.  It  is  import¬ 
ant  in  any  event  that  the  complete  operations  and  those  companies 
who  are  conducting  the  operation  so  far  as  the  operation  is  con¬ 
cerned  should  be  under  the  control  of  the  Public  Utilities  Board, 

If  it  should  transpire  that  the  Koyalite  Company  becomes  possessed  of 
all  utilities  and  facilities  for  carrying  out  of  the  functions  of 
a  common  carrier  v/hich  in  our  view  includes  not  only  gathering  and 
transporting  but  also  delivery,  then  in  that  event  we  would  expect 
that  the  Public  Utilities  Board  would  only  be  concerned  with  the 
fepulation  of  that  company.  As  that  is  not  the  present  situation 
’•‘■a  do  not  make  any  rscomm.endat ion  with  respect  thereto. 
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'•Vith  ragarii  to  the  much  cHscuss^d  connaction  bat'.veen  tha 
trunk  line  and  the  Li  'n  Oils  Refinery  and  the  British  ilmerican 
Oil  Company’s  Refinery  v/s  ma  ’  say  that  at  first  we  were  inclin¬ 
ed  to  lay  it  do^vn,  insofar  as  our  recommendation  might  do  so, 
that  a  refinery  which  sought  a  connection  with  the  trunk  line 
of  the  carrier  companies  should  in  any  event  make  that  connection 
at  its  own  expense.  After  hearing  the  evidence  of  Mr.  Hull 
and  after  further  reflection  we  have  come  to  the  conclusion 
that  each  refinery  connection  must  be  dealt  with  as  a  matter 
apart  and  be  decided  according  to  ordinary  business  principles 
that  is  to  say  if  it  appears  that  the  refinery  is  financially 
responsible  and  that  the  volume  of  its  oil  requirements  is  such 
as  to  make  it  good  business  in  the  circumstances  to  effect  the 
connection  then  the  connection  should  b'^  ordered  t  o  be  made^ 

In  such  case  we  think  the  carriers  should  pay  for  the  making 
of  the  connection  from  the  trunk  line  to  the  storage  tanks  of 
the  refinery  and  that  this  line  should  be  their  responsibility 
and  under  their  control  and  that  the  operating  cost  of  nutting 
oil  into  the  t^nks  at  the  refineries  should  be  part  of  the 
general  rate  for  gathering  and  transporting. 

The  connection  with  the  British  American  Oil  Company 
has  already  been  made.  'Vith  regard  to  the  Lion  Oil  Refinery  we 
are  of  the  opinion  that  the  probable  volume  of  oil  to  be  trans¬ 
ported  is  such  that  the  connection  with  the  trunk  line  would 
have  been  made  before  this  if  tha  sole  determining  factor  ware 
whether  or  not  it  was  good  business  from  the  standpoint  of  a 
carrier  company  to  make  this  connection  and  we  reco'imend  that 
it  be  directed  that  this  connection  be  forthwith  made,  and  that 
an  adequate  service  be  provided  subject  to  this  that  the  carrier 
companies  shall  not  be  required  to  deliver  less  than  that  which 
the  v/itness  ?Iull  says  is  a  reasonable  minimum  namely  3000  barrels 


at  one  time . 
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’Ve  think  that  we  have  made  it  clear  but  for  the  sake 
of  certainty  v/e  now  state  that  it  is  our  recommendation  that 
the  capital  cost  involved  in  making  the  trunk  line  connection 
with  these  ‘two  refineries  is  to  be  borne  by  the  carrier  companies 
and  that  for  the  reasons  before  given  no  increase  in  the  general 
rate  of  per  barrel  be  allowed  in  respect  of  capital  invest¬ 
ment  or  operating  cost  because  of  these  refinery  connections. 

Aside  from  proposals  by  the  Carrier  Companies  we 

I 

h€v3  no  evidence  before  us  which  would  justify  us  in  making 
any  recommendation  as  to  the  general  conditions,  rules  and 
regulations  under  which  this  pipe  line  system  should  be  oper¬ 
ated  while  under  the  control  of  the  Board  of  Public  Utility 
Commissioners.  This  is  not  a  criticism  of  Counsel;  we  think 
it  is  fitting  that  the  Board  that  has  to  r)o  the  regulating 
should  prescribe  its  own  regulations  and  in  the  main  be  un¬ 
trammelled  by  suggestions  from  us.  That  there  should  be  reg¬ 
ulations  and  conditions  imposed  insofar  as  necessary  to  make 
effectual  regulatory  control,  is  of  course,  recommended. 

It  is  to  be  remembered  that  api  of  the  findings  end 
recommendations  which  wa  have  made  are  made  upon  the  evidence 
now  before  us  and  are  made  with  the  knowledge  that  the  Carrier 
Com-panies  will  hereafter  be  under  the  c:ntrol  of  a  regulatory 
body,  the  Board  of  Public  Utility  Commissioners  for  Alberta, 
and  that  that  body  may,  and  doubtless  will  from  time  to  time 
make  new  rulings  as  new  conditions  arise  or  as  experience  teaches. 

'•Ve  recommend  that  regulations  •  be  framed,  that  a 
proper  accounting  system  be  set  up,  that  the  rates  recommended 
be  imiposed,  and  that  so  far  as  may  be  consistent  v;ith  ordinary 
business  prudence,  the  rates  imposed  and  the  conditions  fixed 
remain  in  effect  for  one  year,  so  that  the  ^oard  mioy  have  before 
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it  ihe  result  of  the  pipe  sys.1>em:^s--oper'ertierLy  dlsa-asoola  ted 

from  all  other  -opera tions,  over  a  period  which  tckes  in  all 

! 

seasons  of  the  year*  It  is  hoped  that  the  Board  will  not  then 
have  the  difficulties  vjhioh  v^e  have  encountered  in  oonheotion 

i. 

with  the  mixed-up-  accounting  systems  of  integrated  companies. 
Furthermore,  if  our  rate  base  is  accepted  the  Board  will 
not  be  faced  v/ith  the  perplexities  and  uncertainties  in 
connection  with  further  rate  making  which  have  confronted 
us  on  the  evidence  given  in  this  Inquiry. 

Since  monopolistic  abuses  have  been  suggested  and 
since  the  number  of  wells  under  contract  to  the  Carrier  Com¬ 
panies  and  to  the  British  i^merioan  Oil  Company  has  been  the 
subject  of  comment  we  think  it  only  fair  that  we  should  not 
conclude  this  report  without  referring  to  a  statement  of 
policy  made  by  llr.  IPlan,  Counsel  for  the  Carrier  Companies, 
end  on  the  assumption  of  a  separate  terminal  rate  as  now 
recommended  for  tank  car  and  truck  loading  concurred  in  by 
Tvir.  Harvie  on  behalf  of  the  British  American  Oil  Company* 

Mr.  Nolan's  statement  is  as  follows 
’’THE  CHAIRU.I&N;  Mr*  Nolan,  have  you  received  in- 

’’struotions  as  to  the  statement  you  were  to  make? 

’’Mi'v .  NOIAN:  On  the  question  of  policy, 

”yes,  1  have,  and  may  I  give  it  to  you  nov^.  Sir* 

”  THE  CHi.  I  hi  AN :  Please. 

”LE1.  T'OLhN:  The  policy  I  em  Instructed  to 

’’enunciate  is  th^a  t  it  is  contemplated  to  sell  crude  to 
’’any  bona  fide  purchaser  such  surplus  of  crude  as  we  con- 
”trol  and  which  may  not  be  needed  for  our  own  Imperial  re- 
’’quiremants  at  what  v^e  call  the  average  weighted  tank  price, 

’’based  on  the  posted  field  price  and  subject  to  the  trans- 
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"portation,  delivery  and  handling  charges  and  regulations 
"fixed  for  the  pipe  line,  provided  that  the  purchaser  rcake 
"satisfactory  financial  arrangements  for  payment. 

»»  I  am  also  instru cted  to  say  that  this 

"policy  should  not  be  regarded  as  a  hard  and  fast  one,  and 
"without  limit  as  to  time,  but  as  being  subject  to  revision 
"to  meet  conditions  as  they  arise,  although  at  present  V'e 
"see  no  reason  for  deviation.  Otherwise  we  would,  in  our 
"opinion,  be  discriminated  against  as  being  tied  to  a  stated 
"policy  vjhile  other  owners  or  producers  of  crude  remain  foot 
"loose . 

”  HoW'  I  think  that  is  v;hat  the  Com- 

"mission  would  have  from  rae ,  because  in  the  first  instance 
"I  talked  about  the  posted  field  price,  transportation 
’’charges  and  handling  charges,  and  the  Chairman  put  it  to 
"me  the  other  day  "Is  there  any  change  in  that”,  hell  you 
"see,  Sir,  there  is  a  slight  change  but  it  is  in  connection 
"only  with  the  price  to  be  paid  in  the  field,  and  this  state- 
"ment  of  policy  says  that  ve  are  prepared  to  pay  the  average 
"weighted  tank  price  based  on  the  posted  field  price.  Now 
"that  is  a  nev'  element.  I  understand  there  ^as  some  dis- 
"oussion  about  it  in  the  Hast  and  I  think  both  my  le.-rned 
"friend  Mr.Frawley  and  lir.  Cottle  are  familiar  vimth  it. 
"There  is  no  difficulty  ab'ut  it  at  all,  and  perhaps  I 
"can  explain  it  to  you.  The  purchasing  company  or  oom- 
"panies  will  continue,  as  in  the  past,  to  pay  the  pro- 
"ducer  of  oil  for  the  oil  at  the  particular  gravity  at 
"which  it  is  produced.  That  thing  which  he  produces  he 
"gets  paid  for  and  then  the  idea  is  that  the  purchasing 
"company  or  companies  will  place  in  common  tankage  all 
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”crude  produced,  and  detemine  the  avera^^e  price  by  divid- 
"ing  the  number  of  net  barrels  for  v^iiich  the  pipe  line  is 
’’responsible  for  delivery  to  Calgary  into  the  total  raoney 
”  ;;a  id  for  those  total  barrels  covering  purc-heses  made  each 
’’month,  thus  arriving  at  an  average  price  in  the  common 
’’tankage  in  Turner  Valley,  and  in  order  to  make  it  clear, 

"if  I  v;as  to  be  asked  to  explain  it,  I  have  prepared  ^ust 
”a  brief  statement  T-ihich  nay  be  of  some  assistance  to  the 
"Commissioners. 

"lli-.  FHh'LCY:  Ye  might  mark  it  as  an  exhibit. 

"hri.I'TOUiY:  It  need  not  be  an  exhibit.  This 

’’is  to  explain  vvhat  I  have  been  calling,  sir,  "the 
"weighted  average  price"  of  the  Turner  Valley  crude.  You 
"v’ill  observe  in  'the  left  hand  corner  the  gravities,  and 
"they  vary  of  course  as  to  the  oil  produced  by  the  producer 
"and  then  there  are  the  certain  numb  r  of  barrels  for  vjhich 
"the  pips  line  company  is  responsible.  I:ov  each  of  those 
"gravities,  take  the  first  one,  the  40  gravity,  has  a 
"certain  price  per  barrel  according  to  the  prices  which  are 
"posted,  and  so  for  those  40  barrels  e  vould  have,  rather 
"these  99  barrels  of  40  gravity,  there  i»oulu  be  a  price  of 
"pi.  14,  and  'i';e  carry  out  into  the  final  column  the  total 
"amount  for  all  of  those  barrels  at  thet  price  per  bar- 
"rel,  and  then,  Sir,  v^e  add  together  the  total  number  of 
"barrels  and  divide  into  the  total  number  of  dollars  and 
"cents  represented  by  the  price  of  those  barrels  having 
"regard  to  their  particular  gravity  and  vje  get  dov?n  to 
"the  bottom,  the  figure  of  281.84  divided  by  2772  bar- 
"rels,  v;hich  gives  us  the  v;eighted  average  price  of 
"Turner  Valley  crude,  and  that  is  what  is  kno’.vn  as  the 
"V'eighted  average  price. 
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»>  Nov-'  it  is  saici  to  me,  or  my  in- 

’•^struotions  are,  that  this  is  a  very  fair  v;ay  of  doing  it, 

"and  that  it  is  one  that  should  r.-ork  out,  so  when  I  make 
"the  statement  as  to  policy  I  have  to  begin  not  with  the 
"posted  field  price  but  with  this  weighted  average  price 
"of  Turner  Valley  crude.  That  is  the  only  deviation. 

"in^.  FRi/.jXHY:  Yes,  but  i.Ir.  Nolan,  there  is 

"a  very  good  reason  why  your  Company  has  instituted  this 
"and  you  might  tell  the  t. 

"IvIR.  kOLiilT:  The  reason  is  to  get  rid  of  this 

"difference  in  gravity  and  to  bring  them  all  down  to  a 
"common  denominator,  of  a  common  average  in  the  field,  and 
"it  gets  rid  of  the  difficulty  that  exists  by  reason  of 
"the  difference  in  gravity  of  the  different  oils  produced. 

"JiR.  FRid'/LFY:  was  pointed  out  to  me  that  you 

"might  be  selling  to  the  British  American  Oil  Company  and 
"taking  a  loss  v^hich  would  seem  to  be  unwarranted  by  vir- 
"tue  of  the  fact  that  the  gravity  had  gone  down.  You  had 
"probably  paid  for  the  oil  on  the  basis  of  43  gravity  and 
"when  you  v'ere  turning  it  over  to  the  British  j^merican  it 
"was  42,  and  you  ■»  ould  only  be  paid  for  42,  and  so  this 
"scheme  v;as  worked  out,  v.^hich  I.Ir.  LeSueur  said  was  in  vogue 
"in  the  Hid -Continent  field  as  being  the  fair  w:-.  y  to  sell  the 
"oil,  keeping  always  to  the  same  method  of  purchasing 
"at  the  particular  vjell  gravity. 


'FS: 

■5! 


"Ml.  I'OLAN:  .  That  is  perfectly  clear,  that 

"the  man  v^ho  produced  the  oil  at  the  w'ell  gets  for  his 
"oil  whatever  the  gravity  deroands  he  should  get. 
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"THE  CHAlRil/iN:  I  think  vo  v.'ill  r;:ark  this,  Mr, 

"Nolan. 


STiiThllErT  TiERE 

iiE  E]:H1BIT  "252". 


"lip.  HCLi^E;  i^nd  it  is  pointed  out  to  me 

"under  this  scheme  each  refinery  v^ill  be  paying  precisely 
"the  same  price  and  there  ''ill  be  no  difference  in  the 
"price  paid, 

"MAJOR  LIPSETT:  Your  present  posted  field  price 

"is  based  on  43  gravity,  vl-20  is  the  posted  field  price. 

"IPJ.  PRilET/EY:  No,  there  are  10  posted  field 

"prices,  the  posted  price  is  a  schedule. 

"M:.-eN0LAN:  Varying  2  cents  for  each  d  if- 

"ference  of  1  degree  in  gravity. 

"G?IE  CilAIRl'I^N:  j^nd  your  statement  varies  also, 

"does  it  not,  llr.  Nolan,  in  that  you  vYll,  I  think,  very 
"properly  change  it  to  say  that  you  v;ill  deliver  not  just 
"at  the  present  handling  charge,  but  at  the  charge  tliat 
"may  be  fixed  in  respect  of  handling,  vhether  in  the 
"whole  rate  or  not,  by  a  body  competent  to  fix  it. 

"IJR.  T-'OLAN:  Subject  to  v^hatever  transporta- 

"tion,  delivery  and  handling  charges  and  regulations  wjhioh 
"are  fixed. 

"THE  CHlIiR'iii::  Yes. 

"I;R.  NOLAN:  That  is  v-hat  you,  the  Chairman, 

"v;8 n t e d  from  me  . 

"THE  CRLAIRMEN:  Yes,  I  think  that  is  it,  that  makes 

"something  quite  clear  that  is  important." 
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• 

Tha  exhibit  ” 

252"  roforrect  to  in  tha 

fdret/din^ 

state  aent 

is  as  follows:- 

2  OIL  COiiPllTY  LEIITLD 

IHTHOD  OF  C/,LCUL.^T 
OF  FURF 

INI  TKF  ■  LIGHTED 
>:R  CHUDF  OIL. 

-/  X  J. 

Gravity 

No.  BblSo 

Price  per  Bbl . 

1 mount 

40 

99 

1»14 

112.86 

41 

198 

1.16 

229^68 

42 

297 

CO 

1 — 1 

f 

H 

350-46 

43 

396 

1.20 

475-20 

44 

495 

1.22 

603-90 

45 

594 

1.24 

736.5^ 

46 

693 

1.26 

873..  18 

• 

2,772 

1.22 

.3^381..84 

-104- 


This  report  is  of  necessity  somev/hat  lengthy 
since  its  preparation  involves  a  review  of  a  record 
of  over  7,000  foolscap  pages  and  a  consideration  of 
more  than  250  Exhibits.  For  a  proper  understanding 
of  this  report  it,  of  course,  must  he  read  as  a 
whole  hut  for  ready  reference  we  have  prepared  the 
following  summary; 

Sm'LARY 

1.  We  have  found  th  t  it  is  the  proper  function 

of  a  common  carrier  of  oil  hy  pipe  line  not  only  to  receive 
and  to  transport  hut  also  to  make  delivery. 

2.  /■■le  have  found  that  the  operation  of  gathering  , 
transporting  anc’  ‘delivering  is  in  part  being  performed  hy 
the  Royalite  Oil  Company  Limited  and  in  part  hy  Imperial 
Oil  Limited. 

3.  '.Ye  have  recommended  that  the  Legislature  of 
the  Province  of  Alberta  he  invited  to  declare  that  the 
Royalite  Oil  Company  Limited  and  Imperial  Oil  Limited 
are  and  shall  he  deemed  to  he  common,  carriers  in  respect 

to  the  gathering,  transporting,  and  delivering  of  petroleum 
and  petroleum*  products  hy  pipe  line  between  Turner  Valley 
and  Calgary.  This  declaration  has  been  made  and  so  ko 
question  can  arise  as  to  these  companies  being  subject  to 
•  the.  laws  of  the  land  relating  to  common  .carriers  in 
connection  v/ith  all  pipe  line  activities. 

4.  We  have  found  on  the  evidence  before  us  that  it 
is  fit  and  proper  that  these  tv?o  companies  as  such  common 
carriers  and  all  of  their  assets  whether  used  for  other 
purposes  or  not,  ¥/hich  are  used  in  connection  with  the 
gathering,  transporting  and  delivery  of  oil  he  placed  under 
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the  regulatian  and  control  of  the  Board  of  Public  Utility 
Comrai sr  ioners  for  the  Province  of  Alberta. 

5.  In  thus  recommending  administrative  control  in 
an  economic  sphere  v;e  have  pointed  out  that  this  does  not 
involve  the  destruction  of  the  fundamentals  of  private 
enterprise  or  of  individual  initiative  and  that  pboper 
administrative  control  does  not  lead  to  the  refusal  of  fair 
financial  rewards  to  those  whose  property  is  declared  to  bo 
a  public  utility  for  public  use.  Vve  have  also  pointed 
out  with  equal  emphasis  that  on  the  other  hand  the  business 
of  Common  Carriers  is  in  its  nature  of  such  a  Qiiaracter 

as  to  be  of  public  concern  and  so  the  public  are  entitled 
to  expect  that  unfair  and  discriminatory  practices, if  any, 

ft 

will  be  stopped  and  that  rates  Y/ill  be  so  regulated  as  to 
prevent  improper  charges  being  made  for  the  services  rendered. 

6.  7/e  have  found  that  the  accounting  now  done  by 
the  Carrier  Companies  insofar  as  it  touches  pipe  line 
activities  is  inextricably  mixed  up  with  accounting 
relating  to  other  enterprises.  ''/'’e  have  recommended  that 
a  new  accounting  system  be  set  up  in  accordance  with 
specified  requirements  of  the  Board  of  1  ublic  Utility 
Commissioners  of  the  Province  of  Alberta;  that  these 
accounting  records  be  kept  separc*.te  and  distinct  from  the 
records  of  all  other  activities  of  the  Carrier  Companies 
and  that  these  accounting  records  be  made  available  for 
inspection  in  the  Province  of  Alberta  at  all  times  hereafter. 
V/e  have  further  recommended  that  all  of  the  foregoing 
requirements  should  be  insisted  upon  on  pain  of  the 
cancellation  of  tiie  existing  pipe  line  permit. 

7.  In  the  absence  of  evidence  of  abuses  which  may 

not  be  fully  met  by  administrative  control  v/e  have  recommended 
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the  continuance  of  private  ov?nership  with  public  regulation 
in  respect  of  the  pipe  line  activities  of  the  Common 
Carriers.  We  have  made  this  recommeniation  because  in 
our  opinion  public  control  of  Common  Carriers  v/hich  assures 
a  fair  measure  of  managerial  freedom  is  to  be  preferred  to 
either  unrestrained  private  ownership  on  the  one  hand  or 
publio  ownership  on  the  other. 

C.  Wo  have  been  at  some  pains  to  point  to  the 

dif f ibiilt ie^  involved  ih  arriving  at  a  rate  to  be  recommended 
which,  will  give  a  fair  return  upon  the  present  value  of  an 
efficient  and  economical  pipe  line  system  and  which  will  at 
the  same  time  be  such  as  to  insure  to  the  public  that  no 
more  Is  required  to  be  paid  for  the  service  rendered  than 
that  service  is  reasonably  worth. 

9.  We  have  .enumerated  the  different  measures  of 
value  commonly  used  for  rate-base  purposes  and  we  have 
discussed  at  some  length  the  respective  merits  of  th© 
original  cost  and  reproducrtion  new  less  depreciation  methods 
of-  approach  in  determining  value  for  rate-base  purposes. 

10.  For  reasons  which  seem  to  us  sufficient  and  which, 
we  have  set  forth  at  length  we  have  come  to  the  conclusion 
that  at  least  in  the  case  of  an  utility  which  is 

under  the  control  of  a  regulatory  body  for  the  first  timo, 

s 

it  is  only  just  and  equitable  that  original  cost  shoulf, 
be  discarded  and  that  present  value  should  he  accepted 
for  rate-base  purposes c 

VYe  have  accepted  the  method  of  determining 
present  value  known  as  the  replacement  new  lees  deprecia¬ 
tion  method. 

11.  We  have  added  a  rider  to  the  effect  that  if  it 

% 

been  shown  to  our  satisfaction  that  a  substitute  system 
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of  equal  capacity,  efficiency  and  durability  would  cost 
less  than  the  amount  of  the  depreciated  value  of  the 
present  system  we  v;ould  have  had  to  consider  how  far 
replacement  value  should  be  reduced  for  rate-base  purposes 
so  as  to  provide  a  service  rate  that  v^as  no  hi^c;her  than 
the  servide  was  worth  when  measured  by  the  rates  which 
obtain  in  competitive  fields  for  a  like  service. 

12.  v/e  have  found  that  on  ad  Estimated  "throughput" 
of  six  million  barrels  per  year  the  life  of  the  Turner 
Valley  Oil  Field  may  be  conservatively  estimated  to  be  at 
least  eighteen  years.  As  the  life  of  the  fieli  is  of . 
importance  in  determining  present  values  and  is,  we  think, 
a  matter  of  great  interest  to  the  public,  v/e  have  made  an 
exhaustive  examination  of  the  evidence  of  the  witnesses 
and  have  given  our  reasons  for  coming  to  this  -conclusion. 

13.  Since  the  estimated  life  of  the  field  is 
predicated  upon  the  assumed  "throughput"  of  six  million 
barrels  per  year  and  upon  the  efficient  operation  of  the 
field,  we  have  examined  the  evidence  with  regard  thereto 
with  great  care.  ;Ve  have  found  that  v/e  may  unreservedly 
accept  the  evidence  of  the  Honourable  the  Minister  of 
Mines  for  Alberta  to  the  effect  that  it  is  the  policy  of 
the  Government,  of  Alberta  to  pursue  conservation  methods 
in  conformity  with  the  best  expert  advice  obtainable  with 
a  view  to  getting  the  greatest  possible  ultimate  recovery 
from  the  oil  field.  7e  have  also  found  on  the  evidence 
that  the  assumed  "throughput"  of  six  million  barrels  per 
year,  which  is  based  upon  the  experience  of  1938,  is  a 
safe  estimate  of  the  "throughput"  for-  the  future. 

l^iS.  V/e  have  examined  at  some  length  the  reasons 

advanced  for  the  rejection  of  this  estimate  of  the 
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"thxougliput^ «  As  to  the  suggestion  that  it  may  prwe  • 
difficult  to  obtain  capital  necessary  for  drilling 
operations  to  produce  oil  in  quantities  equal  to  the 
1938  volume  and  the  further  suggestion  that  the  discovery 
of  other  oil  fields  in  which  oil  can  be  obtained  from 
shallow  wells  at  less  cost,  than  in  the  Turner  Valley 
field  may  have  the  effect  of  stopping  drilling  oj>e6?ations 

i 

in  that  fi^ld,  v/e  think  that  these  suggestions  "are  fully 
met  by  the  evidence  of  Dr.  Boatright  to  the  effect  that 
the  experience  of  the  past  show's  that  wherever  there  has 
been  a  real  oil  field  its  development  has  not  been  prevented 
by  lack  of  capital  or  by  the  existence  of  other  fields  in 
which  oil  wells  can  be  drilled  at  less  cost. 

As  to  the  suggestion  that  the  activities  of  the 
Conservation  Board  of  Alberta  may  reduce  the  throughput 
in  the  future  below  the  1938  experience,  we  have  acceptei 
the  evidence  of  Ur.  F.  G.  Cottle  of  the  Conservation  Board 
to  the  effect  that  it  is  to  be  anticipated  that  control 
by  the  Board  v;ill  have  the  effect  of  increasing  rather 
than  decreasing  the  throughput  in  the  future. 

As  to  the  suggestion  that  a  competitive  pipe 
line  may  be  put  into  operation,  we  have  found  that  there 
is  no  evidence  to  show  that  another  line  is  in  contemplation 
and  that  this  is,  In  any  event,  a  matter  within  the  control 
of  the  Board  of  Public  Utility  Commissioners  of  Alberta  who, 
before  granting  a  pipe  line  permit  to  a  competitor,  would 
doubtless  consider  as  to  whether  or  not  a  second  line 
vwjuld  have  the  effect  of  unnecessarily  duplicating  capital 
investment  and  operating  costs  or  would  so  reduce  the 
'Hhroughput’^  of  the  present  system  as  to  bring  financial 
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disaoter  without  a  servioe  rate  which  the  users  of  the 
lines  should  not  be  called  upon  to ^ pay. 

As  to  the  suggested  risK  of  rbduotlon  in  the 
'Hhroaghput"  because  of  poor  crops,  while  recognizing 
_.that  crop  conditions  will  affect  "throughput”  either  by 
increc  Ing  it  or  reducing  it, as  the  case  may  be,  we 
have  f jinted  out  that  this  Is  one  of  the  hazards  of  the 
enterprise  that  cannot  be  avoided  and  v/hich  is  taken  into 
account  in  -fixing  rates  which  would  not  be  allowed  conn¬ 
ection  with  an  enterprise  whose  annual  returns  were  sura 
and  certain. 

AS  to  the  suggestion  th..t  the  "throughput" 
v;ill  be  reduced  because  the  Tester^'  Canada  market  will  be 
lost  to  foreign  competitors  and  in  particular  those  in 
the  Illinois  field,  we  have  found  that  it  has  not  been 
established  before  us  by  reference  to  long  term  contracts 

X  * 

or  otherwise  that  present  competition  from  the'  Illinois 
field  is  anything  more  than  the  result  of  uncontrolled 
flush  production.  ’7e  have  pointed  out  that  we  are 
satisfied  upon  the  evidence  that  even  allowing  for  all 
reductions  in  market  requirements  suggested  by  the  major 
companies  because  of  foreign  competition  that  the  "through- 
.put"  for  the  year  1939  will  be  as  great  if  not  greater 
than  that  of  1938.  'Ve  have  also  pointed  out  that,  in  our 
opinion,  the  "throughput"  will  be  pretty  much  what  the 
Imperial  Oil  Company  wants  to  make  it  and  tiiat  if  it  is 
the  unalterable  policy  of  that  Company  to  do  everything 
that  is  economically  sound  regardless  of  its  effect  upon 
the  pipe  line  system,  as  suggested  by  an  officer  of  that 
Company  in  the  witness  box,  then  it  may  be  thought  that 
in  due  course  the  Company  will  post  a  field  price  for 
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crude  oil  at  which  no  independent  producer  could  afford 
to  produce  oil.  This,  of  course^  would  result  in  the 
Turner  Valley  field  being  taken  over  by  the  Carrier 
Companies  with  or  without  other  major  companies  in  the 
absence  of  Government  intervention.  As  to  this  vie  have 
said  that  on  the  evidence  before  us  as  at  this  date  vie 
are  not  prepared  to  hold  that  these  Carrier  Companies 

f 

in  their  character  of  producers  and  bu^^ere  of  oil  will 
be  ruthless  in  their  operations  or.  that  the  ’throughput” 
will  be  reduced  by  them  to  the  disadvantage  of  the  Turner 
Valley  Field. 

15.  We  have  discussed  at  some  length  various 
methods  of  measuring  depreciation  and  after  rejecting  the 
observation  method  vie  adopted  the  straight-line  useful 
life  method  in  measuring  the  accrued  depreciation  to  be 
deducted  from  replacement  values  in  order  to  determine 
the  present  value  for  rate-base  purposes. 

16.  We  have  explained  how  we  have  applied 
original  cost  figures  so  as  to  get  accrued  depreciation 
as  at  this  date  based  upon  present  value  as  distinguished 
from  original  cost. 

17.  After  making  all  allowances  which,  in  our 
opinion,  are  proper  in  respect  to  the  various  items  before 
mentioned  as  properly  constituting  the  rate-base,  we 
found  the  rate-base  to  be  $1,682,984.04,  made  up  as 


follows 
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Pipe  line  equipment  at  replacement  valuations  ^1,380,663.00 

Administration  and  overhead  during  con¬ 
struction  13  8 , 066 . 30 

$1,518,729.30 

Less  depreciation  171 , 008. 92 

§1,347,720.38 


Utility  and  service  assets  §186,000.00 
Less  depreciation  59, 369 . 34 

Land  and  righiis  bf  v/ay 
Working  capital 

Rate-hase  as  at  December  31st,  1938 


126,630.66 

§1,474,351.04 

18,633.00 

80,000.00 

§1,582,984.04 


18.  Having  found  what  the  rate-base  should  be  we 

were  next  concerned  to  find  what  rate  of  return  should  be 
applied  to  the  amount  of  the  rate-base  After  giving  due 
consideration  to  the  evidence  of  all  witnesses  who  spoke  as 
to  this  we  came  to  the  conclusion  that  we  must  refuse  ta 
give  effect  to  the  evidence  of  the  witnesses  called  by 
the  Carrier  Companies  who  suggested  a  rate  v/hich,  in  our 
view,  was  much  too  high;  we  also  came  to  the  conclusion 
that  the  ten  per  cent  rate  of  return  v/hich  Dr.  Boatright 
suggested  in  evidence  was  too  high.  In  our  opinion  a 
return  of  9-g-  per  cent  upon  the  am/Dunt  fixed  in  the  rate- 
base  as  the  present  depreciated  value  of  property  used 
and  useful  in  public  service  would  provide  a  fair  rate  of 
return.  It  is  our  recommendation  that  this  rate  of 
return  be  fixed. 

With  a  rate-base  of  §1,582,984.04  this  rate 
provides  an  annual  return  of  §150,383.48  or  2.506  cents  per 
barrel  on  an  annual  "throughput"  of  6,000,000  barrels. 
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19.  Having  fi::ed  apcn  the  rate  of  return  there 
remained  for  eonoideration  an  estimate  of  probable 
operating  expenses  including  fuiure  depreciation  over 
the  period  of  the  estimated  life  of  the  oil  field  at  the 
estimated  ’'throughput'^  and  the  establishment  of  a  service 
rate  or  rates  which  having  regard  to  the  estimated” through¬ 
put"  would  provide  a  gross  income  sufficient  to  cover  all 
operating  expense,  including  depreciation  and  yield  the 
return  before  mentioned  'when  applied  to  the  rate-base 
before  mentioned, 

20.  We  pointed  out  in  this  cnnnection  that  in 
providing  for  depreciation  in  the  future  we  have  in  mind 
an  allov/ance  in  operating  costs  tc  provide  for  the 
impairment  of  capital  which  goes  on  steadily  regardless 

of  repairs  and  replacements  and  exhausts  the  capital  amount 
less  salvage  at  the  end  of  the  estimated  life  of  the 


f  ield. 

21.  ¥e  found  that  the  operating  expense  based  on  a 
"throughput”  of  six  million  barrels  per  year  amounts  to 
§161,360.00  for  direct  operating  costs,  §1500.00  for  losses 
on  sales  and  retirements  and  .§56,280.00  for  administration, 
utility  and  service  expenses-  These  operating  costs  are 
in  the  main  based  on  the  1958  experience. 

22.  ¥q  liav3  included  income  tax  based  on  the  annual 
return  of  §150.585-48  v/hich  at  a  tax  rate  of  22  per  cent 

of  income  before  deductjng  tax  amounts  to  §42,415.85. 

23.  We  iiave  estimated  on  the  ovidence  that  an  annual 
sum  of  •'559,500,00  s]iouic.  be  pro^'ided  out  of  the  service 
rate  for  the  avcoi^-t isation  of  future  capital  expenditures. 
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24.  v;e  have  computed  annual  depreciation  for  the  remaining 

t 

I 

life  of  the  pipe  line  assets  on  the  basis  wf  the  amortization 
by  the  straight  line  method  of  all  depreciating  assets  by  December 
31st,  1956,  with  ah  allov.ande  for  salvage  value  of  five  per  cent  of 
the  undepreciated  replacement  value  included  in  tHe  rate  base;  The 
annual  depreciation  on  this  basis  is  as  follows  :- 

Pipe  Line  assets  4^70,654.66 

Utility  and  service  assets  6,573.92 

$77,228.58 

In  the  result  v;e  find  the  service  rate  necessary  to 
meet  all  operating  costs  and  to  provide  a  return  of  9-2  jer 
cent  per  annum  on  the  rate  base  is  9.428  cents  per  barrel  as 
shown  by  the  following  tabulation: 


Annuel 

Amount  per 

Amount 

Barrel 

Direct  pipe  line  operating  expenses 

§168,360.00 

2  •  806^^ 

Losses  on  sales  and  retirements 

1,500.00 

.025 

Administration,  utility  and  service 
unit  expenses 

56,280.00 

.938 

Income  Tax 

42,415.85 

.707 

Allowance  for  capital  expenditures  not 
to  be  added  to  the  rate  base 

69,500.00 

1.158 

Total  annual  expenditures  before 
amortiza t  ion 

338,055.85 

5 , 6349i 

Amortiza  tion : 

Pipe  line  assets 

70,654.66 

1.178 

Utility  and  service  assets 

6,573.92 

.110 

4^415,284.43 

6.9229? 

Beturn  on  investment 

150,383.48 

2.506 

Rate 

.^565,667.91 

9.4289? 
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25.  Having  regard  to  all  of  the  foregoing  v;e  have 
found  that  the  service  rate  nov?  in  force  of  15  cents  per 
barrel  for  gathering  and  transporting  should  be  reduced  and  we 
have  recommended  that  in  lieu  thereof  a  service  rate  of  9-^ 
cents  per  barrel  be  allowed  for  the  movement  of  je  troleum  or 
petroleum  products  whether  from  the  wells,  absorption  plants  or 
elsewhere  in  the  Turner  Valley  Field  to  refiners^  storage 
tanks  and  terminal  storage  tanks  in  Calgary. 

26.  As  one  of  the  factors  to  be  taken  into  account  in 
connection  with  the  pipe  line  "throughput”  is  the  cost  of 
transporting  oil  from  the  end  of  the  pipe  line  to  available 
markets  we  have  noted  that  the  freight  rate  for  transporting 
oil  from  Regina  in  an  easterly  direction  is  greater  for  a 
lesser  distance  than  is  the  freight  rate  for  transporting  oil 
from  Fort  ’.Tilliam  in  a  westerly  direction.  While  this  is  a 
matter  within  the  jurisdiction  of  the  Dominion  Railway  Board 
we  have  pointed  out  to  those  interested  that  this  seemingly 
extraordinary  situation  may  be  brought  to  the  attention  of 
the  Dominion  Railway  Board  by  anyone  interested. 

27.  We  have  found  that  losses  of  petroleum  and  petrol¬ 
eum  products  at  the  terminal  will  be  amply  taken  care  of  in 
the  rate  which  we  have  recommended  to  cover  terminal  loading  of 
tank  cars  and  tank  trucks.  'Tith  regard  to  all  other  losses  of 
crude  oil  v;hether  covered  by  the  present  deduction  of  one  per  cent 
of  oil  handled  or  not,  we  think  that  the  experience  of  the  past 
shows  that  a  deduction  of  more  than  f  of  1  per  cent  should  not 

be  allowed  and  we  have  recommended  accordingly.  '"^e  have  not 
recommended  a  reduction  in  the  present  deduction  with  respect 
to  absorption  gasoline  and  naphtha  losses. 

28.  V/ith  regsird  to  pipe  line  terminals,  thanks  to  the  intro¬ 
duction  of  the  witness  Burton  E.  Hull  by  the  British  American  Oil 
Company,,  we  were  able  to  come  to  a  conclusion  s  to.  the  proper 
service  rate  to  be  allowed  for  t  iie  service  rendered  in  the  loading 
of  tank  cars  and  tank  trucks.  B'e  have  accepted  the  evidence  of 
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thi8  witne''^s  v^hich  is  to  the  effect  that  the  customary  rate  in 
the  United  States  for  this  service  is  cents  a  barrel  and 
that  this  rate  may  be  fairly  applied  to  tank  car  and  tank 
truck  loading  at  the  Calgary  terminal  of  the  carrier  ccmpaniesl 
The  evidence  which  we  have  heard  since  the  making  of  our  Interim. 
Report  has  persuaded  us  that  it  would  not  be  proper  to  attempt 
to  cover  this  service  in  the  general  rate,  he,  therefore,  recomm 
ended  that  the  rate  of  2-1  cents  a  barrel  be  fixed  for  loading 
into  tank  oars,  instead  of  the  rate  of  5  cents  a  barrel  v;hioh 
is  nov;  in  forces  and  ve  further  recommended  that  a  service  not 
now  given  of  loading  into  tank  trucks  be  insisted  upon  at  the 
same  rate  of  2-g-  cents  per  barrel. 

29.  Vi’ith  regard  to  the  connection  between  the  trunk 

line  and  the  tanks  of  the  British  iimerioan  Oil  Company’s 
Refinery  and  the  Lien  Oils  Refinery,  ’.;e  have  found  that  the 
British  American  Company  now  has  a  service  line  from  the  trunk 
line  to  its  Refinery  tanks,  "o  have  recommended  that  a  similar 
connection  to  Lion  Oils  Refinery  be  ordered  if  not  forthwith 
made.  iJe  have  recommended  that  all  capital  expenses  in 
connection  with  these  t’Ao  Refinery  connections  should  be  borne 
bj'-  the  carrier  companies,  that  the  connecting  line  be  under  tlie 
control  of  the  carrier  companies  and  that  the  operating  costs 
of  putting  oil  into  the  tanks  of  these  refineries  be  a  part 
of  the  geneml  r.a  te  of  9J-  cents  per  barrel,  which  we  have  before 
recommended  as  the  service  rate  for  all  services  other  than 
loading  into  tank  cars  and  tank  trucks.  It  is  our  opinion 
that  the  increased  business  will  more  than  compensate  the  carrier 
companies  for  capital  and  operating  costs  in  respect  of  these 
connecting  lines.  'e  have,  however,  provided  in  our  recommen- 
d'-tion,  since  a  question  has  arisen  as  to  the  volume  which 
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vjill  pass  through  the  connecting  line  to  the  Lion  Oils 
Refinery  that  the  service  to  that  ^-^finery  be  upon  the 
condition  that  the  carrier  company  shall  not  be  required 
to  deliver  less  than  3,000  barrels  at  one  time. 

3f.  It  vas  suggested  in  the  course  of  the  Inquiry 

that  the  "throughput’^  was  lessened  by  reason  of  the  contractual 
relation  betv/een  the  produceij^s  of  oil  and  the  m^or  ©il 
companies.  It  was  said  that  those  who  were  able  and  willing 
to  market  oil  could  not  get  oil  from  Turner  Valley.  In  vievv 
of  this  we  thought  it  proper  to  call  upon  the-  major  companies 
who  were  before  us  to  make  a  statement  as  to  what  their  policy 
would  be  in  the  future  with  respect  to  selling  crude  oil. 

A  statement  made  by  hr.  Folan,  Counsel  for  the  carrier  companies, 
and  concurred  in  by  Mr.  Harvie,  Counsel  for  the  British  rican 
Oil  Company,  is  set  forth  verbatim  in  our  report  and  serves  to 
show  that  it  is  the  present  policy  of  these  companies  to  sell 
crude  oil  to  bona  fide  purchasers  out  of  their  surplus  of 
crude  oil  over  and  above  their  own  requirements;  that  this 
i/urplus  will  be  sold  on  request  at  the  we5.ghted  average  price 
based  on  the  posted  field  price  and  subject  to  the  transpor¬ 
tation,  delivery  and  handling  charges  and  regulations  fixed 
for  the  pipe  line  provided  that  the  purchaser  makes  satisfactory 
financial  arrangements  for  payment c 

31.  ’-o  have  pointed  rut  that  we  have  not  attempted 

to  make  genere’l  conditions  or  rules  or  regulations  with 
respect  to  the  pipe  line  system  because  of  la ck  of  evidence 
and  because  we  think  tha  t  these  should  be  made  by  the  permanent 
regulatory  body  which  v;ill  be  charged  with  the  responsibility 
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of  seeing  that  they  are  made  effective. 

we  desire  to  express  our  appreciation  of  the  very 
able  assistance  given  to  us  by  Counsel  and  by  Ir.  F  •  G  • 
Cottle,  Accountant  to  the  Com-niss  ion,  and  by  Mr.  L.  L. 
Plotkins. 

All  of  which  is  respectfully  sufcoiitted, 

A.  McGill i vrey'^ . 


I  *v  I  Jn  I';  , 


"L.  F.  Lipsett". 
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